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he says he’s too busy 


NOT to see you... 








What’s on this caller’s card that opens the door toa busy executive’s 
office ? It’s just a symbol in the corner — the at of Burroughs. 

You see, that symbol stands for an organization whose job is to 
help save time. Through daily contact with all kinds of business, 
Burroughs is familiar with current problems in figuring, account- 
ing and statistical procedures ~ and how they are being solved. 


Burroughs knows time-saving trends in machine application. 





Burroughs has a complete line of machines that get figure work 


with less effort. 





done in less time, at less cost, 





Phat is why busy men welcome the visit of a Burroughs representa- 








tive. They know it takes time to save time. They know that time spent 
with a Burroughs man is a good investment. Phone him to-day. 
Regent 7o61. Burroughs Adding Machine Limited, Avon House, 


356-366 Oxford Street, London, W.1, and principal cities. 


WHEREVER THERE’S BUSINESS THERE’S 


... Burroughs 
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A Banker's Diary 


THE City’s reactions to the dollar crisis have been so conflicting as almost to 
defy coherent description. Among responsible observers, everyone de »plores 
the Government’s soft-pedalling of the difficulties, but opinions 

The City are sharply divided both about the likely future trend and 

and the about the steps which ought to be taken. There is scant 

Crisis sympathy for the official view that Britain’s latest troubles 
spring almost wholly from international causes and so must be 
solved principally by international action ; but, equally, it is recognized that 
3ritish action alone cannot suffice. This broad consensus of opinion, however, 
still leaves room for wide divergences of view according to the relative impor- 
tance attached to the domestic and the external causes. At one extreme 
which comes nearest to the official view—are the minority who argue quite 
cynically that domestic adjustments, however necessary, are so difficult 
politic ally that every effort should be made to find a formula which may 
movide an acceptable basis for additional dollar aid. At the other extreme 
ire those who believe domestic retrenchment and a new will to work to be of 
such over-riding importance that they would even welcome a cut in Marshall 
Aid, on the grounds that only some such compulsion as this will produce the 
indispensable changes. Between these extremes are those who believe that 
any remedy which is not a mere short-term expedient will require both a 
salutary retrenchment at home and additional aid from abroad; and are 
convinced that there cannot, in any case, be any hope of the latter unless 
and until the former has been well begun. F inally, spreading through almost 
all these shades of opinion is a growing conviction that devaluation of sterling 
will become inevitable—and may even happen by a depreciation unaccom- 
panied by the immediate fixing of a new parity. 

When even the most responsible City opinion shows such differences, it is 
perhaps not surprising that the Stock Exchange has given no clear signals. 
Indeed, to judge from the trend of equity values, it might be supposed that 
the investing public has swallowed the official soothing syrup. Before the 
Char raw s first statement on the gold losses, high-grade industrials had 
already begun to recove r from the low point reached at end-June, and actually 
greeted the “ standstill’’ order by a further rise, which was fully held after 
the announcement of the import cuts. This recovery, exaggerated by the 
thinness ” of markets, partly reflects the familiar heads-in-the-sand attitude 
hich always shows relief when drastic remedies, however necessary, are post- 
oned. It also reflects—especially in commodity prices and mines—the talk 
{ devaluation, as well as the recent rally on Wall Street. At the moment of 
going to press, the ordinary share index of the Financial Times stands 5 per 
cent. above the post-war “‘low”’ of 100.1 touched just over a month ago 
The trend of gilt-edged, after a modest rally in early July, has again been 
lownwards ; but, by contrast with the earlier weakness, the movements 
have been small. For the time being, the yield basis for long-dated securities 
is established at 3} per cent. or a little beyond ; but the authorities show no 
sign of wishing to push it back towards 3 per cent. 
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THE protracted discussions which centred in the amendment of the Intra. 
European Payments Scheme have led to an agreement in principle. This was 
reached in Paris at the beginning of last month by the Coungj 

European of O.E.E.C. In earlier discussions of these amendments, firs 
Payments by working parties of experts and by the Payments Committe 
Compromise of 0.E.E.C. and later by the Ministerial Consultative Com. 
mittee, many proposals had been made for making the scheme 

more flexible and using it as a lever with which to introduce a greater element 
of competition within Europe. These suggestions broke time and again 
against the rock of resistance set up mainly by British representatives. [jf 


transferability and convertibility cost Britain dollars, then Britain would | 


have nothing to do with them. 

The American proposals for convertibility of drawing rights into dollars 
were dropped in the face of resistance shown not by Britain alone but by most 
of the participating countries. By the opening of the final Paris meeting at 
which these differences were resolved, the proposals for transfera bility of 
drawing rights had come down to a suggestion that 60 per cent. of them should 
be established and operated on a strictly bilateral basis and that only 40 per 
cent. should be transferable within the group of O.E.E.C. countries. Asa 
result of these final discussions, the transferable proportion was further 
whittled down to 25 per cent. At the same time it was agreed that the con- 
ditional grants of E. C.A. aid should follow the destination of the transferable 
drawing rights. If, therefore, drawing rights are transferred, an equal amount 
of conditional aid dollars will be transferred from the original European 
creditor country to the country in which the credit will be spent. 

The British objections to the principle of transferability and convertibility 
were candidly explained by the Chancellor of the Exchequer in his statement 
on the I.E.P.S. in the House of Commons. He took strong objection to any 
system which might have the effect of costing Britain dollars not because 
Britain had in any way failed to provide goods on which the contributions 
cms 1 be spent, but merely because the estimates on which those contributions 
had been based had been falsified by events. The major British objection, 
however, was one of principle, namely that any such arrangement would 
have a restrictive effect on European trade. In the British view, the creditor 
countries would have had to cut down their grants in order to make sure that 
these were spent on their own goods. Furthermore, having made those grants, 
the creditor would tend to restrict his purchases from the debtor country so 
that the latter would be kept short of the creditor’s currency and would thus 
be more certain to use up all its drawing rights in buying goods from the 
creditor country. 





THE extent to which gold and dollars may be lost as a result of the 25 per cent. 
transferability of drawing rights has been further limited by the undertaking 
by Belgium, the main recipient of transferred drawing rights, 

Arrange- to limit to $40 millions the additional aid which may be 
ments with receivable from the United States in this manner. In the Paris 
Belgium discussions, the peculiar features of the Belgian problem did, 
indeed, riv: lin 1 rervegie the question of Britain’s reluctance 

to lose gold. The recovery of Belgian exports has now reached a point at 
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which the prospective surplus of that country with her O.E.E.C. partners is 
likely to amount to at least $400 millions, which is just about twice the pro- 
pective deficit which Belgium expects to run with the dollar countries. If, 
Belgium was to make contributions under the new I.E.P.S. in any 


. 


therefore, 
wav commensurate with her actual surpluses, they would far outstrip her 
current need for dollars. Belgium, in other words, wished to receive part of 
her conditional aid from the United States, not in dollars that would have to 
be spent, but in free dollars that could be added to the Belgian reserve \ 
solution of this difficult problem was finally reached by an arrangement which 
will allow Belgium to draw additional free dollars to the extent of $112} 
millions on condition that Belgium extends long-term credits to the amount 
of $874 millions to her principal creditors. The $200 millions which these two 
items comprise represents the expected excess of Belgium’s surplus with 
0.E.E.C. countries over her deficits with the dollar countries. If, however, 
the Belgian net surplus rises beyond this figure, Belgium has agreed that the 
E.C.A. grants shall cease to be transferable to her if at any time she has 


received as much as $40 millions from other creditors as a result of such 


transfers. 

A definitive second version of the Payments Agreement is now to be 
negotiated on the lines of these general principles. One preliminary but 
essential step is final appropriation of the total of E.C.A. grants for the coming 
year by U.S. Congress. Only when these eggs have been hatched will it be 
possible to count and divide the chickens. Another point which has to be 
discussed is the possible membership of Switzerland in the new Payments 
Scheme. Whatever the result of the discussions still to be completed, it is 
quite clear that the payments scheme in its new version will shelter Britain 
from some of the gold drain which she would otherwise have suffered. But it is 
more questionable whether in fact the scheme will provide the new spur to 
competitive trade in Europe that was expected of it. 


THE President’s mid-year report to Congress on the economic state of the 
Union is a reassuring document on two broad counts. It shows, first, that 
the authorities in the United States are no longer living in the 

Check cloud cuckoo land of inflationary delusions. At last the facts 

to of economic life are being faced. No longer is the legislation 

America’s sponsored by the administration inspired by the desire to tilt 

Recession ? at the windmills of uncontrolled inflation. The message 

promises legislative action in keeping with the spirit of the 
times and an effective attack on the causes of recession. That, in itself, is a 
cause for satisfaction and reassurance. Secondly, the review of affairs by the 
President’s Council of Economic Advisers provides solid factual support for 
the view that the United States is not plunging into uncontrolled depression. 
The recession, or adjustment, is of mild and corrective character and bears 
none of the seeds of the major depression which so many people have recently 
been fearing and for which so many others have ardently wished. 

The report finds that, for the first time since the immediate post-war 
te-adjustment period, the nation’s economic budget reflects a decline in 
business activity extending over six months or more. The gross national 
product has declined by about $9 billions as compared with that for the second 
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half of 1948, a fall of about 35 per cent. The most conspicuous facts reflected 
in this survey are a sharp reduction in business investment and a much smaller 
reduction in consumer incomes and expenditure. The decline in investment 
is in the main explained by the reduction in business inventories. “‘ With 
the progressive fulfilment of extraordinary backlog demands over the past 
six to twelve months, a slack developed first in the demand at prevailing prices 
for certain luxury items and subsequently for one category after another of 
consumers and producers’ goods.”’ This in its turn has led to a considerable 
recasting of production schedules and to an increase in temporary unemploy- 
ment, the total unemployed labour force at the end of June being in EXcess 


The President's message on remedial measures is in essence a reversal of 
his previous demands for fiscal severity. ““An attempt to raise taxes at this 
time in order to produce a balanced budget would increase the difficulties of 
business management in trying to effect price and cost adjustments to sustain 


the volume of operations in a weakening market. ... In the presence of these 
opposing diificulties, the appearance of a Government deficit will have to be 
accepted.’ The President also sketched out proposals for re-expansion of 


economic activity, if necessary by the development of public works. These 
intentions may not have to be translated into action. There are already signs 


} 


f an upward trend in certain sensitive commodity prices, including those for 


} 
1 


base metals. Industrial production is flattening out at about 70 per cent. 
above the 1938 basic level. Employment is keeping level. The omens do not 
yet point to re-expansion ; but the fears that U.S. business might be entering 
a downward spiral of self-propelled contraction appear now to have been 
oreatly exaggerated. 


[N view of the sharp increase in the demand for notes throughout the spring 
and early summer (a demand which had reduced the reserve in the Bank of 
England to less than £22} millions by the beginning of July), 
Fiduciary it was quite inevitable that the authorities would have to 
Issue apply for an increase in the fiduciary issue over the holiday 
Raised period. As from July 4 the limit was raised from £1,300 
millions to £1,350 millions, effective for six months. On the 
assumption that the holiday drain will be of the same order as last year (when 
the active circulation rose by £36 millions between the end of June and the 
August peak), so large an increase was not strictly necessary. It will be 
recalled that the only other purely seasonal increase since the war—that 
sanctioned last Christmas—was for £25 millions only and for not more than 
one month. Evidently the authorities are taking no chances on this occasion. 
vernment has apparently convinced itself that the 
economic crisis is an “imported ’’ one, quite unconnected with the I vel of 
British costs and prices, it is obvious enough that the Treasury would have 
preferred to avoid hoisting this commonly misunderstood signal in the 
foreigner’s face at the present time. If disinflation was really working, and 
if the public were taking this crisis seriously, it might have been expected that 
holiday-makers would effect some ‘‘ immediate short-term economies” on 
their own account this year. Any such economies would normally show 
themselves in a smaller seasonal efflux of currency. So far however, the indi- 
cations of holiday spending are somewhat contradictory. 
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On the one hand, the increase in the active note circulation during the 
holiday period (to mid-July) has not been so sharp this year as in the equivalent 
period last year. On May 5, 1948, when the last faint lappings of the strong 
ebb tide set aflow by earlier rumours of a currency exchange had probably 
died away, the active circulation stood at the low figure of £1,243 millions. 
Bv the middle of July, it had risen to £1,272 millions. The equivalent increase 
this year was only £10 millions to £1,289 millions. Against this, however, the 
other barometer of the public’s holiday spending—the National Savings 
figures—has reacted more violently than ever before to the arrival of warmer 
weather. In the week ending July 2 net dis-saving amounted to £4,637,000— 
a new record for this period of the year. Even allowing for the fact that the 
underlying downward trend of National Savings is becoming steeper—and 
allowing, too, for the early harvest of holiday-makers which the sun has 
brought forth—the heavy dis-saving recently suggests that holiday spending 
this year may be heavy enough to prove that the increase of £50 millions in 
the fiduciarv issue was no more than was wise. Indeed if the present evident 
pressure of the cost of living on money-holding habits continues, the authorities 
might not find it easy to revert to the old level of note issue as early as they 
would wish. 


OnE of the main contributions made to the debate on the renewal of the Intra- 
European Payments Agreement by the British representatives was a set of 
proposals aiming at a relaxation of quantitative restrictions 


Freeing on intra-European trade. The British suggestion was that 
European the countries participating in the European Recovery Pro- 
rrade gramme should relax import licensing restrictions on one 


another’s goods and publish lists of goods for which they 
would be prepared to grant open general licences. The proposals were sur- 
rounded by a number of reservations, some justifiable, others hable to reduce 
the whole exercise to the proportions of a feeble joke or a tactically clever 
diversion. The proposal that the relaxation of restrictions should be effected 
by reciprocal concessions arranged bilaterally is undoubtedly sound. The 
extension by one country of open general licence facilities for imports from all 
E.R.P. countries, irrespective of whether they responded to the initiative, 
would be calculated in present circumstances merely to reward the undeserving. 
This has all too often been the fate of the most-favoured-nation clause in com- 
mercial agreements, the most favoured including, unfortunately, the most 
grudging extender of concessions as well as the most generous. But when Mr. 
Wilson, announcing the British initiative in the House of Commons, pro- 
pounded in favour of these proposals that the relaxation ‘‘ would have to be 
consistent with the protection of the participating countries’ balances of 
payments ’’, that they must be “such as to avoid any gold losses’, and, 
finally, ‘‘ that the countries must bear in mind the legitimate interests of their 
own industries’, he went far to remove most of the substance from what 
might at first sight have appeared a generous and constructive move. One 
might almost have thought that the Government was resisting a liberal pro- 
posal made elsewhere, not trying to advocate a scheme which it had itself 
initiated. It seems unlikely that we shall hear very much more of this effort. 
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Just as the last issue of THE BANKER was going to press, the banking world 
—and many people far outside it—learned with very great regret of the 
sudden death, at the early age of 61, of Professor W. J. Hinton 

Professor who, as Director of Studies, has long been a tower of strength 
W.J. Hinton at the Institute of Bankers. Most notable of his recent 
public achievements in the banking sphere was the staging 

of the Institute of Bankers’ Summer School at Oxford last year. The high 
success of this experiment—to be repeated in a few weeks’ time—was largely 
due to Professor Hinton’s untiring energy, enthusiasm and friendliness. , 
A friend writes : “‘ The general public has never known, much less appre- 
ciated, the diversity of the talents which represented the Ministry of Informa. 
tion in the United States during the war. Among the many inspired choices of 
that Ministry none was happier than that of Wilfred John Hinton. He had 
made his name as an economist in his long years at Hong Kong University 
He left China in 1929 to become director of studies for the Institute of Banker 
in London, and in the ten years before the war he paid at least half a dozen 
visits to the United States, and came to love its people. His distinction we 
recognized. His authority we respected. But who could have guessed the 
plus qualities that were so beautifully manifested in his war service ? His 
gaiety of mind. And the shining serenity that went with it. The understanding 
and the lightning tlashes of his intuition. . 
“The Minister of Information borrowed Hinton from the Institute of 
Bankers in 1940. It was, I think, in the next year that he wrote that little 
classic of Anglo-American literature, Notes For Your Guidance. It was 
designed for the boys of the R.A.F. who were going out to the United States 
for their training, and its simple purpose was to make them understand the 
habits of mind of a great people, so like ourselves in so many things, but 
mysteriously unlike in certain ancestral pieties. That shadow line !—how well 
Hinton could mark it. How sensitive was his perception of the dignity of 
the difference. He put it ail with a smiling ease in Notes For Your Guidance 
His feelings about America were those of an affectionate friend, but there was 
no trace of sentimentality or of sermonizing in his expressions of them. His 
little book was a masterpiece of common sense—touched by the quietest 


subtleties of humour. Never was there an authority less of a pundit—never 
was there a professor so little of a schoolmaster. 

When Hinton was sent out to the United Siates in 1942 his ship was 
torpedoed. He was adrift five and a half days in a lifeboat before he was 
picked up, and he came very near death from exposure. He was not a young 
mi not a strong man, but as soon as he was rigged out with some shirts and 

suit | t forth again, swearing that no upstart like Hitler would keep 
im fr iying his respects to his old friends in the United States. 
“And what a lovely job he did in America of quiet, humorous explanation 
ind exposition of the British point of view. I hear again his gentle, husky 
voice at the end of some exhausting day patiently putting our case—mellowing 
the hostile and disarming the suspicious by that emanation of sheer goodness 
ind honesty that came from him, the quality that was something more than 
the lucid power of his well-stocked brain. Hinton was a son of that great 


English liberal tradition which puts love of freedom, and tolerance, and the 


of reason first among human virtues’ 
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Crisis— Unofficial 


RITAIN lies again beneath the shadow of a dollar crisis, and one more 
Bex than its predecessors because no self-respecting Briton dare assume 

that the dollar void will be filled yet a third time by the manna of North 
American aid. Or, at the very least, no realist will hope for any purely 
American initiatives to enlarge the flow of dollars until there is positive proof 
that Western Europe, and Britain in particular, is taking effective steps to 
put its own house in order. Some such initiatives may admittedly be indis- 
ensable eventually if the needy non-dollar world is ever to be joined in a 
stable multilateral system with the rich dollar area. But it is useless to throw 
a bridge from the one to the other if the base at the European end would be 
laid on shifting sands. If the possibility of yet another erection is to be even 
discussed by the Americans, the cardinal condition must surely be that Europe 
will first root out those sources of chronic instability which lie within its own 
territory. In Britain, many of these sources can be traced back to those 
roseate dreams of 1944-45 from which the characteristic domestic policies of 
the past four years have been evolved. For that reason, this latest crisis 
menaces more directly than any previous crisis not only the standard of living 
of the British people but also the Government’s most cherished principles of 
the welfare state which most people desire but which few are yet willing to 
pay for and work for. 

If Britain is again overshadowed by a dollar crisis, it also lies beneath the 
shadow of an approaching general election. Herein, all too plainly, lies the 
key to the bewildering behaviour of the Government during the past month or 
so. When first it became apparent both that the dollar drain had reached an 
intolerable rate and that its severity would have soon to be revealed, various 
inspired statements gave blunt warnings of the gathering storm. Then 
presumably, the full implications were debated at Cabinet level; and, sud- 
denly, the direction of propaganda was reversed. Since his first statement on 
the gold losses, the Chancellor has tried frantically to perform the impossible 
feat ‘of emphasizing the gravity of the situation while affirming that nobody 
need get alarmed because nobody will be hurt. 

Coming from the austere Sir Stafford, this attitude is highly significant. It 
tells more of the policies the Government intends to pursue than any of its 
apparently specific utterances. The detailed facts of the gold drain, the 
Government’s commentary upon them, and the course of the resultant inter- 
national discussions are examined in a succeeding article. Here, where we 
are concerned with broader trends and conclusions, it is sufficient to note the 
contrast between the extent of the gap now disclosed and the measures pro- 
posed for closing it. The sterling area’s dollar deficit, Sir Stafford admitted, 
is now running at the rate of {600 millions a year, or one and a half times the 
total of its gold reserves—already {100 millions below the level which the 
Government regards as the indispensable minimum. In round figures, Marshall 
Aid may fill about one-third of the gap; Britain’s import cuts may bridge a 
further one-sixth ; and a roughly similar proportion may perhaps be bridged 
by economies made by the rest of the sterling area. Nothing at all has been 
said about the remaining {200 millions or so, or about the large additional 
sum which will be lost before the measures already announced take full effect. 

Instead of warning the public that further and more severe cuts will be 
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needed, the Chancellor has given all his attention to building up the pretence | i 
that the cuts already decided will make no difference. To some extent that 
may be true, for some of them are merely paper economies, representing cap. 
cellations of projected increases. But how, apart from this, can the lates 
protestations be squared with the repeated earlier assertions that dollar 
expenditure had been cut to the bone, that further cuts would bite into the 
nation’s basic food and would so deplete the arr of critical materials for 
industry that widespread unemployment would be inevitable ? Now we are 
told that no basic rations are to be cut (except sugar and sweets) and that, in 
general, raw materials will suffice to enable industry to work to capacity 
A sudden miracle, it appears, will provide from soft currency sources the 
supplies we can no longer afford from dollar sources. And, just to make sure 
that the British public does not listen to those who declaim that this crisis 
is a crisis, rations of meat, bacon and butter are increased. 

As for longer-term remedies, the basis from which all British official discus. 
sion proceeds is the assertion that these latest troubles are no fault of Britain’s. 
In p artic ular, Sir Stafford has been at pains to play down the extent to which 
Britain’s dollar account is suffering from the excessive level of British costs— 
for the obvious reason that to give this argument its due weight would concede 
at once the case for retrenchment in Government expenditure. If British 
costs are high, that, too, is in the Chancellor’s view largely the fault of the 
dollar difficulties, because raw materials from the soft currency areas often 
cost more than those from the dollar area. In effect, the Government admits 
that its short-term expedients will therefore make the cost problem the more 
intractable—and then dismisses the whole question with a shrug. 

This is an unworthy attitude. From Sir Stafford Cripps, at least, the 
country had come to expect better things. Charity demands that due regard 
should be paid to the recent severe strain on his health ; all will certainly 
wish speedy success to his summer course of treatment. But, from whatever 
cause, last month’s debates showed him prepared to lend himself to a desperate 
effort to do nothing, and admit nothing, which might be politically embar- 
rassing for the Government and the characteristic policies to which it is pledged. 
The bold and wise words of the budget speech seem in retrospect to have been 
the last despairing cry of austere Crippsian objectivity. This crisis, let it be 
understood, is strictly unofficial. 

More than that, its existence is officially denied—and the denials are 
supported by a string of half-truths which are held to justify a “ policy” of 
avoiding, at all points, any fundamental changes in the coat of life 
here in Britain. Since there is no crisis, the watchword is “‘ business as usual ” 
—in the hope that the public will not catch the stage whisper, “ until after 
the election’. In the meantime, there is no threat to the standard of living, 
no likelihood of dislocation of industry, no risk of unemployment. There will 
be no budgetary retrenchment, no cuts in wages, nor even any reduction in 
the housing programme. On the problem of costs, nothing more will be done 
than has been done before: the familiar exhortations will continue, with 
more frequent reiterations of the time-worn formulae about stabilizing personal 
incomes and about the need for greater industrial efficiency—to be achieved 
partly by new appliances and machines which can no longer be bought from 
the dollar area. And there will be no devaluation. True, the drain on reserves 
is intolerably rapid, and an immediate operation is needed to check it while 


tr RMT RRC RE Oe 


LS ea NRE ome Ne 





pretence 
ent that 
ing can- 
1€ latest 
t dollar 
into the 
rlals for 


We are 
that, in 
apacity 
ces the 
ike sure 


iS Crisis 


discus- 
ritain’s, 
» which 
costs— 
oncede 
British 
of the 
s often 
admits 
€ more 


st, the 
regard 
ttainly 
latever 
sperate 
embar- 
ledged. 
e been 
t it be 


ils are 
yy” of 
of life 
isual ” 
l after 
living, 
re will 
ion in 
2 done 
, with 
rsonal 
rieved 
- from 
serves 
while 





CRISIS — UNOFFICIAL | og 





longer-term solutions are sought. But nobody need worry. The operation 
will be entirely painless. 

Having thus demonstrated to its own satisfaction the blamelessness of 
Britain, and of its own domestic policies in particular, the Government is free 
to seek the longer-term solutions exclusively on the international plane. 
Politically, this strategy has two great advantages. On this plane, the shape 
of the problem, as it presents itself to the negotiators, is still so nebulous that 
the Government can avoid giving any definition of its intended line of approach. 
Secondly, it can gain time—because nobody expects the most difficult of all 

roble sms of world economics to be soluble in a few months, and because few 
people will perceive that this makes domestic expedients the more imperative. 

Only one hint has been given of the Government’s attitude in these wider 
discussions. It claims to have reaffirmed its unswerving faith in the ideals of 
a world multilateral system, yet appears to be laying down conditions which 
will surely preclude any real progress tow. rds it. Plainly, there can be no multi- 
lateral system embracing both the dollar area and the soft currency area so 
long as the cost disparities between the two persist. But, equally, the very 
maintenance of the separate areas—even though multilateralism is extended 
within the soft currency regions—tends both to increase the disparities and 
to intensify the dollar scarcity, especially while dollar prices are falling. This 
explains the appearance of the “‘ dash for freedom” school, which would 
tear down the barriers and allow the blasts of competition internationally to 
sweep away the disparities. Drastic though this course would be, it might 
still be the best prescription if there were any prospect that the gold reserves 
could meet the strain during the phase of violent readjustment. Unhappily, 
there is no such prospect. Yet it is clear that the cost differences will never be 
narrowed except under pressure of increasing freedom and competition, both 
internally and internationally. Britain may not be able to “dash’’ for 
freedom and multilateralism, but the only hopeful course is to move towards 
it with the best speed that can be contrived. 

To set this process in motion demands both an international and a domestic 
pressure on internal costs. If the former cannot be permitted to exert more 
than a limited force for fear of exhausting the gold reserves, then the principal 
pressure must come from domestic measures. Beyond doubt, the most 
necessary measure of this kind is a policy of retrenchment in Government 
expenditure. Indeed, except for deflation of the orthodox monetary type— 
for which, also, a strong case can now be made—this is almost the only cost- 
reducing programme which could be launched by Government initiative 
alone. But the Government is setting its face against any such policies—both 
the international and the domestic variety—because their effects would 
inevitably be exerted by creating some transitional unemployme nt before the 
resultant compulsions to greater efficie ney and harder work began to shape the 
fundamental solution of Britain’s problem. 

Hence the condition of Britain’s participation in the international discus- 
sions is that long-term solutions of the balance of payments problems shall be 
sought ‘“‘upon the basis of continuing full employment in each individual 
country ’’ and “ while preserving to each the right to decide its own internal 
economic policies’. Nobody will deny the overriding importance of these 
long-run objectives. But the Government’s policy is a mere travesty of the 
ideals which underlie them, for, if long continued, it will provoke at worst 
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a catastrophic volume of unemployment or, at best, a disproportionate and 
probably lasting fall in the general standard of living—as the price of main. 
taining a moderate level of employment. The Government chooses to pretend, 
as Dr. Dalton did two years ago, that all who advocate budgetary or monetary 
deflation (supported by arguments identical to those by which Sir Stafford 
Cripps launched his disinflationary policy) are baleful Bourbons crying for the 
deliberate creation of mass unemployment, social distress and slump mentality. 
It pretends, too, that in its international aspects the present problem is one of 
finding a means of preventing the “ import ” of unemployment. ‘“ Must the 
various countries or groups of countries ’’, Sir Stafford asks, “‘ to some extent 
attempt to insulate themselves against the possible spread of unemployment ? ” 
This is indeed a critical long-range problem, and until it is solved it will admit- 
tedly remain a barrier to the development of a full and complete world multi- 
lateralism. But it is not the pres‘nt problem. If it were, that would mean 
that the threat to Britain’s economy was coming from a dumping of American 
goods in markets which could well do without them. As everyone knows, 
these goods are, on the contrary, indispensable for the maintenance of both 
the level of employment and living standards in Britain ; the threat comes 
from Britain’s inability to pay for them because its own goods are not suff- 
ciently saleable in dollar markets. They never will be thus saleable without 
drastic adjustments in Britain’s own cost structure. 

Thus is the high objective of full employment being twisted into an excuse 
for bolstering up a highly unstable system. This excuse on the one hand, and 
the fear of an accelerated loss of gold on the other, have become in the Govern- 
ment’s eyes compelling reasons for holding fast to the bilateral technique 
which is the very foundation of the high-cost structure in Britain and other 
soft currency areas. In the domestic sphere, the same high ideal is distorted 
into a justification for stabilizing all the internal elements of disequilibrium. 
Full employme nt is being construed as meaning that nobody must ever find 
himself out of a job. If we are producing the wrong things, or are producing 
at the wrong prices, nothing must be changed under the deliberate compulsion 
of cage ye policies because that might cause some unemployment for 
which the Government would be blamed. Yet it is only a few months since 
the Economic Survey emphasized that a greater mobility of labour was 
needed; and that unemployment “ was still far below what in the past was 
considered the practicable minimum ’’. Since then it has fallen further 

The conclusion must be that the Government has no solutions to offer for 
this new and graver crisis, nor is it genuinelv seeking them on either the 


cow stic or the international plane. Its short-term measures are admittedly 


mere stop-gap expedients—and, as the following article shows, are unlikely in 
fact to stop ‘the gap even in the short run. For the longer run, no policies 
have been indicated—only conditions which make any tolerable solution 
impossible. On the international plane, the only “ solution ’’ which could 


meet these conditions, in the narrow sense in which the Government evidently 
conceives them, would be further gap-filling aid from America. If that were 
contemplated, it would presumably be offered in return for a move towards 
multilateral freedom to which the Government pays lip-service but will not 
promote if it involves the slightest change in its cherished domestic policies. 
No realistic observer will doubt that much more than a slight change is 
required. Nor will he wonder that this crisis is—sérictly unofficial. 
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The Gold Drain 


O NCE again the doctors are diagnosing a state of gold haemorrhage in the 





sterling area and are applying the tourniquets which may staunch the 

loss of blood while the experts seek—or pretend to seek—for the deep- 
seated illness of which this latest crisis is a symptom. For the attack of 
haemorrhage itself no patient ever had a more diligently compiled clinical 
history. If he dies it will not be for lack of probing and stethoscoping and 
chart-reading. The relevant data are reproduced in the tables which accompany 
this article. They all focus down to the pin point of one ominous figure, that 
of the sterling area’s gold and dollar reserve which, by the end of June, had 
fallen to {406 millions, compared with {£471 millions at the end of March, 
1949, and {552 millions at the end of March, 1948, the point at which the 
Marshall plan was set in motion. The decline in the reserve during the last 
quarter thus amounted to £65 millions, a rate of loss at which the whole 
reserve would be brought to the point of extinction soon after the end of 1950. 

To this £406 millions of visible reserve must be added some £20 millions 
which is an estimate of the amount owing to Britain under E.R.P. for goods 
already purchased and paid for under procurement authorizations issued by 
E.C.A. but not reimbursed by June 30. There seems to be some difference of 
opinion about the extent to which this hidden reserve has changed during the 
past quarter. British Treasury spokesmen have suggested that there was no 
material change and that the decline of £65 millions in the visible reserve is 
therefore a true measure of the deterioration of the position. Information 
given from E.C.A. quarters, however, suggests that at the end of March, 1949, 
the amount thus awaiting reimbursement was at least {35 millions. If that 
be so, the effective loss of gold and dollars over the quarter would be not £65 
millions, but at least £80 millions—assuming that in the final days of June 
there was no last-minute scraping of the barrels in order to make the draining 
away of the gold reserves appear a little less severe than it actually was. 

The net dollar deficit that had to be met in the second quarter of 1949 was 
£157 millions, or, as Table I shows, almost twice the figure for the first quarter. 
Of this greatly increased deficit, £85 millions was bridged by E.R.P. aid from the 
United States and {£7 millions was provided by a draft on the Canadian credit, 
leaving £65 millions to be filled by drafts on the reserve. Figures published 
by the Treasury for the debate on the economic situation in the House of 
Commons in mid-July gave a more detailed sub-division of the deficit for the 
past two quarters taken together and also showed how the half-year’s experience 
fell short of the expectations set out in the last Economic Survey. Of the net 
gold and dollar deficit of £239 millions for the first half of 1949, £160 millions 
represented the direct deficit of the United Kingdom with the dollar area. 
As will be seen from Table II, this was £30 millions greater than had been 
estimated. The deficit of the rest of the sterling area with the dollar countries 
was £37 millions, or {22 millions more than had been e xpected. On the other 
hand, the gold and dollar payments to non-dollar countries (by the sterling 
area as a whole) amounted to {42 millions, which, although larger than the 
similar pay ments in 19. 18, was £8 millions less than expected. If these payments 
to non-dollar countries could be regarded as incurred exclusively for account 
of the United Kingdom, the deterioration in the aggregate gold and dollar 
deficit, by comparison with the forecasts, would be attributable in roughly 
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equal proportions to the United Kingdom and the rest of the sterling area 
On the other hand, it will be seen that by far the largest part of the actual 
amount of the deficit was incurred by Britain. 

While the statistics can describe what is happening in quantitative terms 
and can, to a limited extent, apportion the blame among the various component 
parts of the sterling area, it is not so easy to give exact weights to the varions 
factors which have brought about this deterioration. Sir Stafford Cripps, in 
his two statements in Parliament, has given pride of place to the change in the 
financial and commercial climate of the world, to the decline of busines 
activity which has involved a reduction in the demand from the dollar area 
for sterling area goods—in short, to the shift from a seller’s to a buyer's 
market. Stated in those terms, the explanation begs most of the relevant 
questions. That there has been a decline in United States purchases of sterling 
area goods was shown all too clearly by the published statistics. Britain's 
exports to the United States, which were running at around {6 millions a 
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month at the beginning of this year, had fallen to £34 millions by April and 
May and were down to £2,983,000 in June. The exports to the U nited States 
of five key sterling-area commodities—rubber, tin, cocoa, diamonds and wool 
—which were bringing in $120 millions a quarter in 1948, had fallen to $60 
millions by the second quarter of 1949. Part of this last movement was due 
to lower prices, but the smaller volume of purchases bore an even larger share 
of the responsibility. 

These figures, however, still leave wholly undecided the real reasons for 
this loss of dollar income. There is no doubt that the lightening of inventories 
of base metals and other primary commodities by American manufacturers 
would in any case have caused some decline in dollar purchases of sterling 
goods. But the most cursory glance at the development of the economic 
situation in the United States should bring its own proof that it is not in this 
factor—the alleged inability of the United States to control its own economy 
—that the basic reason for the loss of dollar income is to be found. 

Probably the biggest single cause of the falling off of U.S. purchases of 
sterling goods is the widespread expectation of currency adjustments, including 
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a devaluation of sterling. This has caused every American buyer of sterling 
supplies to make do with the minimum of current purchases, to run down 
stocks and postpone new purchases until the last possible moment. And, 
having at last made his purchases, the same considerations have caused him 
to delay payment in sterling until the last possible moment. Similarly, 
American and other exporters to sterling countries are now accelerating the 
process of converting sterling into dollars to the maximum feasible extent. 
It is probable that the effect of this two-way pressure on sterling upon the 
current balance of payments between the sterling and dollar worlds has been 
to defer at least a month’s dollar income, while anticipating a month’s dollar 
navments, movements which might account for about one half of the deteriora- 
tion in the net dollar deficit as between the first and second quarters of the 
current year. 

In addition to this largely psychological factor, there is no doubt that the 
fall in dollar prices—combined with the resistance hitherto shown by sterling 
prices—has priced a number of articles out of the dollar market. This applies 
particularly to U.K. manufactures. That is not a development for which 


TABLE II] 
STERLING AREA GOLD AND DOLLAR DEFICIT, FIRST HALF 1949 


millions 


January Economic Difference 
june Survey's 
Provision il Forecast 
I. United Kingdom 
Imports 7 207 
Exports A 5 SS 100 ~ §2 
Other payments and receipts (net) “ 41 22 - £8 
United Kingdom deficit with dollar area T - 160 — 130 — 30 
Il. R.S.A. deficit with dollar area ies . 37 — 6 - 22 
III. Gold and dollar payments to non-dollar countries 42 - 50 4 ” 
IV. Total net gold and dollar deficit .. a ; 239 — 195 +4 


blame can be placed on a business recession in the United States. It is still the 
duty of British exporters to quote competitive prices. If they fail to do that, 
or to provide articles of the right qualities, or to solve the problems of mer- 
chanting technique in that highly selective market, they have no one to blame 
but themselves—that is to say, their own insufficient initiative on the one 
hand, and, on the other, the policies of the British Government which both 
sap that initiative and add to the burden of excessive costs. 

A part of the loss in dollar income must also be attributed to the steadily 
falling efficiency of sterling exchange control and to the extent to which trade 
between the sterling area and the hard currency world is now being financed 
by various forms of “cheap sterling’’. There is now a highly developed 
market in various types of transferable sterling in New York, and the triangular 
deals by which sterling area commodities find their way to American buyers 
have played some part in depriving the sterling area of dollar income which 
by rights it should have received. 

In addition to these various influences playing upon the dollar income of 
the sterling area, there have been three other factors imposing strain upon 
the central gold and dollar reserve. The first is the exceptionally heavy losses 
of gold to Belgium and Switzerland in the second quarter of this year. The 
tables showing the sterling area gold and dollar deficits for the first half of the 
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year do not reveal the full significance of this factor in recent months. 4s 
already noted, they show that gold and dollar payments to non-dollar countries 
in this period were £8 millions less than had been expected. Most of that 
gain appears to have occurred in the first quarter; the losses during the 
second quarter, especially to Belgium, were unexpectedly heavy. Among the 
losses attributable to the dollar deficit of the rest of the sterling area, those 
arising from Britain’s arrangements with South Africa under the gold loap 
deserve attention. Under those arrangements South Africa undertook not to 
draw directly on the central dollar pool, and, while the gold loan is outstanding 
to reimburse the Exchange Equalization Account in gold for any net payments 
made to non-sterling countries through London on South African account 
But, in this reckoning, any soft currency income received through London 
was to be offset against hard currency payments made through London ; and 
the effect of South Africa’s recent import restrictions has been to provide her 
with such substantial soft currency surpluses through London as to exceed 
the dollar payments which have been made from the central sterling area 
pool. In consequence, the Exchange Account has unexpectedly secured only 
partial reimbursement of the dollar outgo. 

Finally, Britain’s imports from the dollar world have been maintained at 
an exceptionally high level. For the first half of the year they amounted to 
{207 millions, which was exactly the figure anticipated in the Economic 
Survey. This is appreciably beyond the level at which these imports were 
running in 1948 and is obviously more than Britain ought to be affording in 
the current year. 

In assessing the immediate problem one factor to which wholly insufficient 
attention appears to have been given in most discussions so far is the prospect 
of a substantial cut in E.R.P. allocations. No exact estimates can yet be 
made on this score, but there is reason to fear a substantial reduction on the 
inflow of U.S. aid as compared with the first Marshall year. After the action 
of the Appropriations Committee of the U.S. Senate, it seems all too evident 
that the global provision for the coming year will be only some $3,700 millions, 
which is fully a billion dollars less than the estimated deficit of the E.R.P. 
countries with the Western Hemisphere. In addition, certain crippling 
amendments have been introduced which tie a portion of Marshall Aid to 
specific exports of cotton—on a scale which Europe is unlikely to require, 
given the decline in its textile output. Account must also be taken of the 
fact that, under the new version of the Intra-European Payments Scheme, 
Belgium has already been assured an allocation of Marshall dollars well in 
excess of her Western Hemisphere deficit and that this must in turn be deducted 
from the shares available for other countries. It has already been calculated 
in O.E.E.C. quarters in Paris that Britain’s share of Marshall Aid may be cut 
to $750 millions, which compares with the earlier request for $950 millions. 
This earlier figure represented the amount then estimated to be needed to 
cover the prospective dollar gap—an estimate which, judging from the experi- 
ence of the past six months, will be far exceeded. 

In its approach to the whole problem, the Government has drawn a distinc- 
tion between short-term expedients and long-term solutions. Only the former 
have so far taken any tangible shape. Necessarily, the first measures were of 
a wholly negative character—and there is no sign yet of any positive measures. 
As from the middle of June the Government instructed all purchasing depart- 
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ments to postpone new dollar purchases to the maximum extent practicable. 
This standstill covers all projects not covered by existing commitments, 
unless special sanction is given by the Treasury. Medium-term measures will 
involve a full review of the dollar import programme, but this will not be 
attempted until the new E.C.A. allocations are known, and is not expected 
to be completed until September. In the meantime, as the Chancellor of the 
Exchequer explained in the debate on the economic situation, the Government 
has decided that dollar imports for the year 1949-50 must be cut by 25 | 
cent., or by $400 millions below their level in the original programme for the 
vear. The materials chiefly affected are tobacco, sugar, timber, paper and 
pulp, non-ferrous metals and steel. The figure of prospective saving, though 
inadequate to bridge the gap, is more impressive than the items actually 
enumerated would lead one to icici -. Indeed, the arithmetic of these pro- 
posals seems questionable, for, given the quantities indicated by the Chancellor 
the items upon which the brunt of the cuts will fall account for much less than 
the intended saving. 
If the arithmetic is open to question, the manner in which these proposals 


I 
were presented was even more suspect. Both the Chancellor’s original state- 
ment on the balance of payments situation and the speech with which he A 
the House of Commons’ debate showed a complacency which can be explained 
only by the desire not to endanger electoral prospects, and which 1s certainly 
not justified by the facts the Chancellor was presenting. Sir Stafford Cripps 
has gone out of his way to minimize the impact which these cuts may have on 
the economic life of the country. He has linked the cuts with increases in 
the meat and butter ration, which almost make it appear that these are t 
most evident results of the crisis. 

The Chancellor declared, too, that the effect of the cuts upon Britain’s 
supplies would be largely neutralized by diversion of purcha ses to non-dollar 
sources. This raises once again, and even more acutely, the problem of price 
disparities which lies at the root of much of the distortion in the pattern of 
international trade and the persistence of the dollar gap. Indeed, Sir Stafford 
drew particular attention to this aspect of the problem of British costs, empha- 
sizing, by way of example, that the deliberate diversion of Britain’s raw cotton 
imports f from dollar to sterling sources, notably to Egypt, must take part of 
the blame for the relatively high level of Lancashire’s prices for finished and 
semi-finished goods. Yet there is still no sign that the Chancellor perceives the 
logical implications of this policy in its effects upon the external value of 
sterling. No speech of his passes without further hammering on the point 
that there will be no interference with the present exchange rates. 

These short-term measures of dollar economy, by cuts and diversions, 
were the most crucial matters for discussion before the conference of Common- 
wealth Finance Ministers hastily summoned for the middle of last month. The 
conference had to face some extremely difficult and delicate issues. The volun- 
tary mechanism of the sterling area is liable to reveal frictions and defects 
when the central reserve which serves all members is seeping away at such 
arate as that of the past few months. In such conditions the members who 
contribute rather than dip into the reserve are inclined to become restive. 
And those who subsist on a strikingly lower standard of life than others will, 
especially if they are dollar earners, inevitably offer resistance to any proposal 
which suggests that they in their poverty are helping to pay to maintain the 
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welfare state of others. The sharing out of the restricted rights to dip into 
1 dwindling reserve is a severe test of the voluntary discipline and self-restraint 
of a group of countries so divergent in their political tradition and racial 
chi acteristics as are the members of the sterling Commonwealth. One bond 
which binds them together is a common interest in the stability of sterling 
That alone should ensur that, however much the boat will be rocked by their 
differences of attitude, the oscillations will not go to the point at which ae 
invite disaster. It may therefore be assumed that the Commonwealth coun- 
tries, with all reservations about future action, will in fact set in motion dollar 
economy measures for which the initial move made by Britain was clearh 
intended to be a lead. 


[he proposal put forward at the Commonwealth conference by Britain 

is that immediate measures of f doll ir economy should be taken by the rest 
of the sterling area as a whole approximately equalling the scale of the cuts 
proposed by the United Kingd lom itse ‘lf. There can, of course, be no question 
that a cut of 25 per cent. in dollar imports could be applied uniformly to all 


members of the sterling area. It must be added, however, that the stress 
which has been placed on this point by the reactions in India, Pakistan, 
Ceylon and Malaya to the communique issued after the Commonwealth con- 
ference raises serious doubts whether an overall 25 per cent. cut will in fact 
be achieved. Among the remedies to meet the dollar drain the Commonwealth 
Finance Ministers also discussed what could be done to maximize trade within 
the Commonwealth and to increase the production of materials now perforce 
bought from the dollar area. Plans were also studied for increasing to the 
maximum the dollar earnings of the whole sterling area. Whatever may be 
done in these respects, and however great the vigour put behind these longer- 
term plans, it is evident that they cannot come to fruition in time to save 
the gold reserve. That is likely to require further import cuts. 

Even Sir Stafiord Cripps had to admit that the expedient of cuts in dollar 
imports represented a barren and negative approach to the problem of the 
balance of payments between the sterling and the dollar areas and that some- 
thing more positive and constructive was needed to provide a long-term 
solution. This, he declared, would have to be sought by international action ; 
and it was upon the longer term aspects of the problem that attention was 
mainly focused in the triangular American-Canadian-British financia] discus- 
sions which preceded the holding of the Commonwealth meeting. But it is 
evident that the scope of these talks was mainly exploratory. Their principal 
result appears to have been a reaffirmation by Britain and the United States 
of an intention to play their part in re-creating the conditions in which world 
trade could again be transacted on free multilateral lines and in which con- 
vertibility of currencies could once more become a practical reality. In the 
words of the official eegernicy ci “the aim must be the achievement of a 
pattern of world trade in which the dollar and non-dollar countries can operate 
together within one single multilateral system ’’. Beyond this pious reiteration 
of faith—which might mean a great deal if Britain acted upon it, but equally 
may mean virtually nothing if present policies continue—the lengthy com- 
munique gave no clue to the courses the Governments intend to pursue. But 
Mr. Snyder appears to have indicated a readiness on the part of the U.S. 
Administration to liberalize its tariff policy and to look favourably on any 
initiative which would encourage the investment of American capital in 
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foreign countries ; it should be pointed out that any such statement of intent 
cannot commit Congress. In the course of the discussions the dollar countries 
were given full information about the preliminary steps which Britain had felt 
it necessary to take to meet the immediate situation. A number of short- 
term measures were also suggested which could be taken by the three Govern- 
ments, either individually or in concert, to strengthen the position. The 

nature of these suggestions was not disclosed ; but those to be further explored 
do not include “ financial assistance such as that provided by the United 
States and Canada’’. It was in connection with these short-term expedients 
‘hat the oft-repeated passage in the communique was framed : “‘ no suggestion 
was made that sterling should be devalued ’ 

It seems evident from this communique, and from the Chancellor’s com- 
nentary upon it, that no major decisions are likely to be taken internationally 
until after the vital, —— informal, talks to be held between Ministers in 
\W ashington next month. A“ complete solution,” Sir Stafford naively declared, 
will ‘‘ quite sn ’ require further consultations occupying weeks “ or 
perhaps even months "’. Quite so. In the meantime, fact-finding discussions 
will continue between officials. Then, early in September, the financial 
authorities of most countries of the w orld will be assembling for the annual 
meetings of the World Bank and International Monetary Fund, thus_ pro- 
viding opportunity for the much more important back-stage discussions. 

The very few hints which have been allowed to drop from Ministerial lips 
f their plans for meeting the longer-term situation suggest that one of the main 
‘ards which the Chance lor hopes to play in the September talks will be a 
a to negotiate a number of commodity agreements on the lines of the 

t Wheat Agreement, the main effect of which will be to ensure that the 
[ mnited States guarantees to buy given quantities of basic sterling area materials 
such as rubber, wool and cocoa at guaranteed prices. The Charter of the 
[International Trade Organization makes provision for commodity agreements 
‘ this character, and it is under this garb that the British proposals will 
probably be advanced and justified. They will also be backed by political 
wguments based on the threat to the political security of South- East Asia. 
[t may be doubted whether Congress in its present mood will give an 
attentive ear to proposals of this character. It is, however, to be hoped 
that in the coming discussions the British negotiators will lose no opportunity 
of impressing upon their American colleagues the short-sighted lunacy 
perpetrated by the United States in maintaining any tariff or other obstacles 
against the means by which the rest of the world can honestly earn dollars. 

No one will suppose that any thing that has been said here, or in the pre- 
ceding article, in criticism of British policy implies that the basic problems 
could be solved by British action alone. Indeed, the one really satisfactory 
outcome of the past month’s discussions is the recognition, from the very 
outset, that the wider aspects affect not only the whole sterling area but the 
whole world, and especially the “ Marshall” world in its widest sense. If 
there is room for optimism, it is to be found particularly in the readiness of 
the United States and Canada to seek solutions in consultation with Britain. 
Both are showing a statesmanship beside which Britain's attitude is in sorry 
contrast. If this attitude persists, Britain is unlikely to receive, and certainly 
will not deserve, the further support for which the Government plainly hopes. 
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Future Policy of World Bank of the 
J purpo 
An Exclusive Interview with Mr. Eugene Black | 1 
tinen 
By Herbert Bratter the fF 
WASHINGTON, July 1 bility 
S this article leaves Washington for London, the three-years-old Inter- “ I 
national Bank for Reconstruction and Development is inaugurating its Belgi 
third president. Like his predecessors, Mr. Eugene Meyer and Mr. John woul 
J. McCloy, Mr. Eugene R. Black is an American. He is not a stranger to the 95 - 
Bank, having been United States executive director since March, 1947. Three 
months ago Mr. Black returned to his position as senior vice-president of the those 
Chase National Bank of New York, continuing, however, to serve on a tem- Man) 
porary basis as executive director of the World Bank ; but Mr. McCloy’s tes | 
nomination to the Allied High Commission for Germany necessitated the apart 
election of a successor. Thus Mr. Black, an expert in the marketing of securi- happ 
ties, has become at 51 the top figure in this Bretton Woods institution. Over 
his desk must pass all loan applications and his O.K., however invisible the than 
ink, must be affixed to every major decision of the Bank. His | 
What does this mean for the Bank and its world member countries? Is ‘3 
there to be another period of uncertainty, as when Mr. Meyer abruptly resigned prosp 
and the first American executive director was let out ? Will the Bank now dollar 
lend more or less rapid!y than hitherto ? What are Mr. Black’s views about from 
Bank affairs ? With such questions in mind I called upon him on the eve of — 
his assumption of the presidency.* comand 
‘“T don’t plan to change the policies of the Bank’’, Mr. Black replied to cent. 
my inquiry. ‘‘ Of course, there are always some changes from year to year, | incre 
but I have no plans of that sort’. — 
Knowing the réle Mr. Black played in 1947 in the launching of the first in th 
World Bank bond issues in the United States, | asked what hope there was in n¢ 
of adding to the Bank’s resources by a further issue of bonds in this country. adva 
non-¢ 
‘We should have no greater difticulty issuing and selling bonds in the United States obtai 
market than would any other issuer of high grade obligations ”’ he replied with assurance. 4 millic 
The market here is very much in our favour at the present time and should remain so the r 
at least for the foreseeable future. The uneasiness in the bond market, which was caused irom 
by the anti-inflation activities of the Federal Reserve and the Treasury, has practically 
cleared up and a reflection of this has been a much firmer price level. ( 
‘ [ think the fact that both of our bond issues are selling above par is a good indication of A 
that the market has found them acc 2 table and would be willing to absorb an additional Ban 
amount. In March we made a small loan to Belgium and resold the bonds almost im- ; 
mediately, with our guarantee, toa group of New York savings banks and a majorinsurance » of it 
company \lso in April we sold the lost Dutch Shipping notes held in our portfolio, those was 
with the longest maturities, ard have had enquiries about additional items which we cally 
could easily sell with our guarantee. This ititerest in our guarantee is, i believe, a reflection ‘ 
of the solidity with which our credit is regarded in the market. 
Kemember we are a lot better known than we were a little more than two years ago. men 
No one at that time had ever seen a bank quite like the World Bank. Now a large segment Teso, 
- $< enal 
* The replies quoted in this article represent fully considered views. Most of the longer 4} men 
answers (notably those printed here in smaller type) were confirmed in writing, and were given , 
in response to questions formulated by Mr. Bratter or by THe BanKeEr, and submitted in writ- pro} 
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of the investment market in the United States is well informed about our operations, 
purposes and status and has come to the conclusion that our bonds are a good ‘ buy’ 


In view of the fact that last year Mr. Black spent some time on the Con- 
tinent investigating the possibilities of raising money there, | inquired about 
the prospects for such borrowing. ‘ We are exploring at all times the possi- 
bility of selling our bonds in other countries’, he answered, adding quickly : 
“T mean dollar issues. We have had conversations in the Netherlands, 
Belgium and, recently, general conversations in Switzerland. My prediction 
would be that in the coming year we shall be able to sell small issues of, say, 
$5 millions to $ro millions in some of those countries sg 

‘What we are talking about’’, he went on, “is selling to the nationals of 
those countries who have either dollar balances or dollar investments to-day. 
Many Dutch subjects hold American stocks and bonds ; Belgians hold securi- 
ties and bank balances, while Swiss have sizable amounts of both. And 
apart from dollars, the Bank might need to borrow Swiss francs, as has already 
happened once ” 

“What are the prospects of the Bank’s granting loans in currencies other 
than dollars without borrowing such currencies ?’’, Mr. Black was then asked. 
His not too encouraging answer was : 


“In so far as the 18 per cent. of paid-in capital is concerned, it is difficult to forecast 
prospects at this time. We have, as you know, consent to use $8 millions of Canadian 
dollars, {500,000 of British sterling and the equivalent of $2 millions in Belgian francs 
from our paid-in capital—all of which funds are expected to be used on commitments 
already made. These amounts are small, and the use of the 18 per cent. in other than 
dollar funds is bound to be a slow and piecemeal process. Most of the major supply 
countries to-day cannot afford to export capital, which is what a loan from our 18 per 
cent. would amount to. We are making progress, however, and as world production 
increases, and the pressure for dollars decreases, we can expect a slow expansion in the 
amount of loanable funds held in paid-in capital. 

‘Despite the fact that our paid-in capital is closely restricted for lending use, save 
in the case of the United States, we have been abie to make disbursements on our loans 
in non-dollar currencies equ ‘alent to more than $32 millions. We will make further 
advances in non-U.S. funds te the full $650.1 millions of loans are disbursed. The 
non-dollar currencies were obtained in three ways. About $4 millions in Swiss francs was 
obtained in May, 1948, from sale of bonds by the Bank in Switzerland. Another $2.5 
millions was obtained from our 18 per cent. of paid-in capital, with more to come; and 
the remainder we acquired through purchases of the needed currencies with dollars taken 
irom the 18 per cent. contribution of the United States ”’ 


Of particular interest to Britain is the question of World Bank financing 
of African colonial projects. On this Mr. Black’s comments were brief. The 
Bank’s interest is not confined to Africa, he pointed out. As to the firmness 
of its plans for participation in colonial projects in general, all he could say 
was that the Bank is interested in receiving applications to finance economi- 
cally sound and well-worked-out development schemes. 

“As you know, we have been having discussions with the Colonial Develop- 
ment Corporation for some time. While there are still a few matters to be 
resolved, the prospects for making this loan appear good. The loan, by 
enabling the Corporation to buy a larg ze variety of general mechanical equip- 
ment—mobile and fixed—would assist it to carry out a large number of 
Projects located in Colonial areas and de pendent. territories. Some of the 
equipment would be placed in a pool from which it could be drawn and then 
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returned for further use elsewhere ’’, Mr. Black stated. It is understood that 
not more than $10 millions is being sought. 

In response to an additional question, Mr. Black commented that there 
are two main categories of under-developed countries : the thinly populated 
such as Southern Rhodesia, and the densely populated, such as India and 
China. While he — it to be usually more intelligent to develop projects 


in well-populated areas, one could not generalize. The considerations vary 
from country to cnalies. A good many countries are not ready to receive 


World Bank developmental loans ; for instance, those unable to raise the local 
capital needed for the consequential local expenditures—for which the World 
Bank does not provide when it makes a loan. 

Since it is well known that the Bank is considering large-scale assistance 
to India—rumoured to be in the neighbourhood of $100 wiltione—feri irrigation 
and railway development projects, I inquired whether the full amount was 
likely to be lent this year. Mr. Black indicated that the aid would be extended 
piecemeal ; some of the projects, he pointed out, are not re ady yet 

In this connection, the new president made a significant observ ation : that 
the Bank in extending aid takes into account the capacity of the country to 
service the loan in the currency borrowed. It is not like the Economic Co. 
operation Administration ; its loans are loans, Mr. Black « -mphatically added. 
One may assume, therefore, that the rate at which the Bank helps India in 
the coming months and years will depend to an important extent upon the 
prospect of India’s dollar income. 

No other Commonwealth country has sought a loan from the Bank, 
according to Mr. Black. South Africa may apply to the Export-Import Bank 
for a loan, but has not asked for World Bank help. 

The Bank's relationship to President Truman’s famous Point 4 is naturally 
one on which the views of the former U.S. executive director are of interest, 
since in that capacity he attended the meetings of the National Advisory 
Council headed by Mr. John Snyder, Secretary of the Treasury. Mr. Black 
commented : 

‘ The Bank has been working along the lines of Point 4 since it began lending opera- 
tions. On most loans we not only make a careful check of all data available, but also 
send out a ‘ field mission’ to make a searching investigation of the general economy of 
the borrower. We are interested not only in the details of the project as such, but also 
in the amount of skilled labour and technical knowledge at hand, and in ali the other local 
condit ions which might affect the soundness of our loans. 

‘In this process we prepare a report advising the Bank and the member country 
what steps must be taken to make the development or reconstruction programme feasible 
in other words, we want to be sure that conditions will be such that the development plan 
on completion will fit into the future progress of the country and will contribute to the 
long-term welfare of the borrower 

‘The very nature of our activities makes President Truman’s objectives highly 
interesting to us. Anything that will assist us in speeding investment in development 

certainly will be most welcome to the Bank. There is no doubt that we shall do all within 
our limitations to make the Point 4 programme a successful venture 

It may be noted that the mission the World Bank has sent to Colombia, 
headed by Mr. Lauchlin Currie, is regarded in the Bank as very decidedly of 
the Point 4 type. This mission was requested by Colombia—that country 
and the Bank sharing its cost—and is the most ambitious mission yet sent 
abroad by the Bank. Doubtless other countries will seek similar Bank counsel 
in the hope that ultimately dollars will follow. 
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Some of the Bank’s members feel there is a case for reducing the special 
1 per cent. commission on all Bank loans, on the grounds that this tends to 
make borrowing from the Bank prohibitively expensive except to the least 
desirable borrowers. Mr. Black’s comment will be reassuring to American 
purchasers of the Bank’s bonds, though disappointing to the Bank's borrowers : 

“JT deny that our full charge of 4} to 4} per cent., including the 1 per cent. special 
commission charge, on our regular loans is prohibitive no matter who the borrower is ”’, 
Mr. Black replied. ‘‘ This is a misunderstanding caused by the cheap money policies of 
most governments over the last 20 years, which have reduced interest rates locally to a 
very low level when compared to rates in the 1920s. It should be emphasized, however, 
that these rates have little or no relation to private international lending. Further mis- 
understanding is caused by the large number of inter-government loans which have been 
made in recent years. Interest rates are of secondary consideration in these transactions, 
because of their special character, and the rates for them should not be compared to rates 
for organizations such as the International Bank, which has a responsibility to its member 
countries and its bondholders. 

‘To drop the 1 per cent. commission during the first 10 years of the Bank’s operations 
would involve a change in the Articles of Agreement of the Bank, which might require 
legislation on the part of some or all the 48 members. Moreover, it would be unwise, 
as the special reserve protecting our bonds which is being built up out of the special 
charge, is an important factor in enabling us to establish and improve our credit 
standing ”’ 

One of the major points of disagreement between the American and British 
delegations at the Savannah Conference of Fund and Bank governors in 1946 
was the question of functions and remuneration of the executive directors. 
Last year the governors of the Bank appointed an ad hoc committee to make 
recommendations in view of the obviously topheavy and expensive super- 
structure of the Bank’s organization. Accordingly, I asked Mr. Black whether 
anything is being done to prune the substantial administrative budget ; and 
in particular whether there is not scope for economies by merging certain 
common services with the Fund. Mr. Black answered : 


‘We are constantly exploring ways of keeping administrative costs to a minimum. 
This has presented a problem in view of the rising demand for our services, particularly 
advisory and investigation services, and of the expanding volume of loan requests. 

“We have been hampered also by the fact that the Bank is a new organization ; its 
procedures had to be developed and then improved. That we have succeeded in lowering 
costs is obvious from the fairly substantial reduction in operating expenses shown for the 
nine months ended March 31, 1949. I believe that the Bank’s personnel is developing 
into a highly efficient organization and there is no padding of the rolls. As time goes on, 
and we gain in experience, we may succeed in Jowering costs still further. Remember, 
however, that we are a new and growing organization and at some point our expenses 
may increase of necessity to meet the burden of added services to our members. 

‘The International Monetary Fund and the Bank have already merged common 
services, such as a joint library, clipping services and others. Where it appears feasible 
we shall take additional steps along these lines ’ 


The réle of the Bank in Europe during and following the E.R.P. period 
was discussed next. At present, Mr. Black observed, the Bank has in E.R.P. 
countries the policy of supplementing E.C.A. aid. To be eligible, a project 
must contribute to a permanent increase in productive capacity and the 
borrower must show ability to repay the Bank. The Bank does not substitute 
for E.C.A., but is willing to provide supplementary help for long-run projects 
for which adequate financing is not available through E.C.A. ‘‘ We recognize ”’, 
Mr. Black continued, “‘ that the Bank’s lending activities in Europe will 
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necessarily be limited during the operation of E.R.P. But I do feel that the 
need for expansion of production and for re-equipment will not end in 1952, 
Permanent recovery in Europe will require additional investment after the 
E.C.A. programme is finished. I believe the Bank can play a major part in 
providing the limited amount of financing necessary in the middle 1950s for 
some of the European countries as a part of the final tapering-off process in 
financ ing of their post-war investment programmes ” 

In view of the current furore over currency convertibility in Europe, 
Mr. Black’s views on the dependence of World Bank loans in Europe on 
currency convertibility were sought. On this point Mr. Black remarked : 


The payment of service on a debt in foreign currency obviously depends upon the 
borrower's ability to command the necessary funds, not only in local currency, but in 
the currency in which the debt is incurred. This is therefore a crucial matter for the 
Bank’s decision whether or not a particular loan can be made, and obviously the greater 
freedom that can be restored to the flow of trade and to the interconvertibility of 
currencies, the greater will be the Bank’s opportunities for sound lending in the future 
and the more stable the security of the loans already made. This applies not only to 
Europe, but to the whole world ”’ 


Questioned about what some have regarded as the Bank’s “ slowness” 
in making loans during the past three years, Mr. Black explained : 


“ We should like to have made more loans than those on our books at the present time. 
One reason why loans have not risen as rapidly as we would have liked was, of course, 
the need for organizing the Bank along sound lines. Lat r, two other considerations of 
greater consequence have operated toward slowing down the rate of loan expansion 
First is the extremely careful processing required on all loan applications. This involves 
not only exhaustive checking of technical and financial aspects of the projects and their 
economic effects, but also a study of the general economic and financial situation and 
prospects of the country in which the loan is to be made. 

‘Second is the long period of time consumed by the borrowing countries themselves 
in taking a survey of their resources to determine the general lines along which they should 
develop, to establish priorities in the development progr umme, and then to carry through 
the necessary meticulous preparations for the project, and finally to take the appropriate 
legislative steps required to make the loan effective. I can safely say that when a country 
presents us with a properly thought-out plan for development, we welcome it and move as 
rapidly as possible towards a decision. We have found so far that well thought-out 
projects, planned in detail, are very rare "’ 


Given the Bank's present loan policy, the institution appears to have on 
hand enough funds to take care of all loans likely to be made during the next 
few years. Mr. Black explained this in some detail, as follows : 


‘ If the experiences of the last two years are good barometers, then the Bank should 
have sufficient resources to meet the demands on its funds, at least during the next few 
years. In my answer to your previous question I described why the rate in the number of 
loans is slow, and the considerations I cited apply here as well. Added to them, however, 
are such problems as the shortage of skilled manpower in under-developed countries. All 
of these limitations determine a certain rate of progress which no outpouring of money 
can affe ct. 

‘In my opinion the rate at which development projects are likely to come forward ofa 
type which will really be in the borrower’s interest to carry out is likely to be one which 
our funds from capital or our own borrowings can easily meet ’ 


To one final query, should World Bank loans be timed for their effect on 
the United States’ economy, Mr. Black made quick response : “ Not so long 
as I’m president ”’ 
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The Trend of Bank Deposits 


ROM the point of view of monetary policy, and of the maintenance of 
Fite Chancellor’s disinflationary programme, the banking trends of the 

past half-year have, at first glance, been somewhat disappointing. Early 
in the year, under the impact of a record surplus for the final quarter of the 
Grst year of disinflationary budgeting, there was a contraction in bank deposits 
far surpassing any comparable movement ever experienced previously. This 
led to suggestions that the effects of disinflationary finance upon the volume 
of money, which so noticeably failed to show themselves last summer, had 
merely been subject to a timelag which had been overtaken by about the 
turn of the year. Thereafter, it was asserted, the more restrained budgetary 
policy would be seen to have achieved a virtual stabilization of the volume 
of deposits. These hopes were fortified after the clearing banks’ return for 
April eel available, since this showed the first decline a net bank deposits, 
on an annual comparison, since the whole ten-year phase of credit expansion 
began. 

A somewhat different picture is obtained, however, by examining the 
figures disclosed by the end-June balance sheets. In May and June, the curves 
of bank deposits for this year and last, which in March and April had come so 
close together, have again parted company. At end-June, net bank deposits 
stood at £5,787 millions, showing an increase of nearly £52 millions in twelve 
months. More recently, therefore, it has been suggested that the earlier hopes 
were ill-founded ; that the volume of money, so far from approaching stabiliza- 
tion, has started to rise again and may even rise faster in future. 

Which of these two impressions is the more reliable ? At this stage, when 
it is still impossible even to guess the means by which a solution of the dollar 
problem is to be sought, it would clearly be unwise to make dogmatic forecasts 
of monetary trends. But, on the face of it, a good case could be made out for 
those who leant towards the more favourable of the above interpretations. It 
could fairly be pointed out that the expansion of £50 millions in the past 
twelve months compares with one of £290 millions in 1947-48 and of no 
less than {585 millions in 1946-47. The contrast is at least equally striking, 
moreover, on a half-yearly comparison : whereas in the first half of 1948, 
net bank deposits rose by £54 millions, in the past half-year they have actually 
fallen by £126 millions. Superficially, at least, so large a reduction represents a 
rather surprising achievement for a period which has witnessed both a sharp 
increase in public demands for liquidity—as measured by the weakness in the 
security market—and the maintenance of Britain’s external account, considered 
as a whole, fairly close to equilibrium. 

On this last point, of course, no reliable statistics are yet available. The 
estimates recently published by the Treasury showed that in the first half of 
this year the United Kingdom visible external deficit with the rest of the 
world was {120 millions smaller than that for the similar period of 1948. 
If there had been no deterioration in the invisible account, this would mean 
that during the half-year the overall deficit was running at about £30 millions 
(i.e. £60 millions per annum) compared with £150 millions for the ‘first half of 
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1948. After allowing for the probable decline in invisible income, it seems 
evident that the deficit, for this part of the year, has been appreciably smaller 
than it was last year. Once again, therefore, the Treasury has had to face a 
decline in the current flow to it of sterling generated by the external deficit. 
It is true that the intensified drain upon dollar reserves will have added corte 
spondingly to the sterling cash receipts of the central government (except to 
the extent that the dollars have been merely released to overseas members 
of the sterling area against a corresponding cancellation of sterling balances 
formerly lent to the Treasury). But most of the sterling proceeds both of 
the dollar sales and of Marshall Aid will in this past half- -year have been 
more than outweighed by the sterling disbursements required for the financing 
of O.E.E.C. grants and for the redemption of Treasury bills held by sterling 
area countries with which Britain is now running a surplus. 

The Treasury’s requirements for bank finance might, therefore, have been 
expected to have been somewhat larger in the past half-year than in the 
similar period of 1948—even if it had not had to face additional strain upon 
its purely domestic finances. Despite the apparent austerity of Sir Stafford 
Cripps’s second Budget, it was clear (as an analysis in THE BANKER three 
months ago showed) that it would leave the capital account for the national 
economy as a whole more precariously balanced even than in 1948-49. That 
conclusion was based on the official estimate of savings and investment at 
the time of the Budget ; and, since then, several elements in the equation 
have shown a sharp deterioration. In particular, the Treasury’s above-line 
surplus, which in the first quarter of the fiscal year 1948-49 reached {181 
millions, has in the past quarter shrunk to negligible proportions. Simul- 
taneously, there has been a moderate increase in net outgoings below-the-line, 
with the result that the “ overall ’’ Exchequer position has turned from a 
net surplus of about £30 millions in the June quarter of 1948 to a net deficit 
of roughly £180 millions in the first quarter of this fiscal year. 

Given these sources of increased strain upon the central Exchequer, it is 
at first glance somewhat surprising to find that the Treasury’s net repayments 
of indebtedness to the banking system have apparently been very substantially 
larger in the past half-year than in the corresponding period of 1948. There is, 
unfortunately, no accurate means of apportioning the demands upon the 
banking system between the public and private sectors of the economy. The 
starting point for any apportionment is, however, the assumption that, under 
present conditions, any net change in the banks’ advances and investments 
(taken together) represents private demands, while the residual change in net 
deposits indicates the fluctuation in Treasury requirements. 

Scrutiny of the figures by such means yields some rather striking — 
During the past half-year bank advances have expanded by £70 millions, ¢ 
slightly more than half their corresponding expansion last year. On the ae 
hand, whereas investment portfolios last year contracted by £5 millions, this 
year they have expanded by £24 millions. The presumed “‘ private ’’ demands 
thus amounted to {94 millions, yet bank deposits declined during the period 
by {126 millions. The rough presumption is, therefore, that net repayments 
of indebtedness by the central Government to the banking system must have 
amounted to about {220 millions. A parallel calculation for the first half of 
1948 shows that presumed private demands rose by £129 millions, whereas 


bank 
Gov 


this 

exte 
in a 
imp 
Gov 
prot 
repa 
the 

larg’ 
han 
gas 

Tre 
It i 


app 
the 


cre 
si 





seems 
naller 
ace a 
=ficit, 


OrTe- 
pt to 
nbers 
inces 
h of 
been 
icing 
tling 


been 
the 
ipon 
ford 
hree 
onal 
hat 
t at 
tion 
line 
181 
nul- 
ine 
na 
ficit 


t is 
nts 
illy 
1S, 
the 
he 
ler 
nts 


et 


ts. 
or 
ler 
is 
ds 


its 
ve 
of 


as 








THE 














REND OF BANK DEPOSITS 





95 





bank deposits rose by £54 millions—suggesting, on the same assumption, that 
Government indebtedness to the banks was reduced by only £75 millions. 

There are, admittedly, many flaws in this approach ; but the two which in 
this period have been quantitatively the most important happen to be to some 
On the one hand, the assumption that movements 
in advances are attributable only to private demands takes no account of the 
important transactions of public authorities within the sphere of the central 
Government. In the past year or so one of the biggest public borrowers has 
probably been the British Electricity Authority ; but, after allowing for the 
repayments effected out of the calls upon the {100 millions loan floated at 
the end of 1948, the net lendings under this head have probably not been 
larger in the past half-year than in the similar period of 1948. On the other 
hand, it is known that fully £30 millions of funds lent to the now nationalized 
vas undertakings were repaid to the banks (against corresponding issues of 
Treasury deposit receipts) when the Gas Council took over on May 1 last. 
It is evident, therefore, that private demands upon the banks have been 
appreciably larger than the published figures would suggest. To this extent, 
the above calculation appears to understate both the private-sector borrowings 


extent compensatory. 


END-]UNE COMPARISON 


June 

1948* 

{mns. 

Deposit -.» 5954-5 
Net Depositst 5735.5 
Cash .. Pr 492.4 
8.2 

Call Money .. 473-2 
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and the public-sector repayments. 


bank deposits ; 


HALF-YEAR AVERAGE COMPAKISON 


The estimate of these repayments 1s, 
however, subject to further correction, this time in the opposite direction, for 
the movement in the note circulation, which in the past half-year has shown 
a much smaller decline than in the similar period of 1948. To the extent that 
this movement reflects an additional holding of notes in the hands of the 
public, it accounts for an equivalent part of the half-year’s decline in net 


if the deposit figures were adjusted accordingly, the effect 


would be to reduce correspondingly the estimated Government repayments 
to the banks—thus roughly offsetting the adjustment required for the gas 


operation. 


After these various adjustments, the net conclusion is that the additional 
credit absorbed by the private sector during this half-year has been very little 
smaller than that required in the similar period of 1948, the actual figures 
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being £124 millions compared with {129 millions. Net bank deposits, before 
making any adjustment for the change in the note circulation have, however 
in this period shown an improv ing trend to the extent of roughly £180 millions 
by comparison with last year’s movement (that is to say, they have this year 
fallen by £126 millions whereas last year they rose by £54 millions). On this 
basis, the indicated re payments of bank indebtedness effected by the public 
sector would be £175 millions larger this year than last (£250 millions compared 
with £75 millions). A considerable part of this apparent improvement was, 
however, due to the distorting effect which the contrasting trend of the note 
circulation has had upon the figures of deposits. If allowance is made for this, 
the increase in the rate of Government repayments between the two periods 
may well have been less than £100 millions. 

This improvement, it should be noted, is wholly explained by the fact that 
in the first half of last year large capital operations involved substantial 
Government borrowings and a consequential increase in credit, whereas there 
have been no comparable operations during the past half-year. Indeed, even 
if the expansionary effect of the operations of March, 1948 (the repayment of 
the 3} per cent. Conversion Loan and the financing of the advance payment 
to Argentina) is put at no more than the £150 millions by which net deposits 
rose in that month, it is clear that the Government’s financial position on 
current account was perceptibly stronger in the first half of 1948 than it has 
been in the past half-year. 

Even so, the better appearance of the banking figures as such is a heartening 
sign. Though the deterioration in the nation’s overall capital account is 
evidently imposing increasing strain upon the banking system, the authorities 
seem to have been taking care not to aggravate this by purely monetary 
tactics. By contrast with the rather lax monetary policy which was pursued 
during the summer and autumn of 1948, recent policy has shown a welcome 
restraint. The first clear evidence of this lay in the decision, announced in the 
Budget speech, not to redeem the 1949-51 National War Bonds on their earliest 
redemption date. Since then the signs of restraint have become even more 
noticeable, in the inactivity of the Government broker in face of the sustained 
weakness of the gilt-edged market 

At this stage, however, it is difficult to feel sure that even a continuance 
of this more cautious monetary policy will succeed in preventing a new rise 
in bank deposits. The ominous budgetary trends of the past few months— 
including the presentation of a substantial supplementary estimate despite 
the warning given to Departments at the time of the Budget—suggest that 
the demands of the public sector are likely to rise further. Even the deteriora- 
tion which is probable in the overall balance of payments is unlikely to provide 
any perceptible relief to the nation’s capital account—for, if deterioration 
takes the form of an accumulation of unsaleable export goods, there will bea 
tendency for the private sector to lean more heavily on the banks. Indeed, 
its demands seem to be rising already. Although, as has been shown, there 
was some reduction in demands for additional accommodation during the half- 
year, this decline was wholly confined to the first quarter. If allowance b 
made for the effects of the gas operation, there appears to have been a per- 
ceptible increase during the second quarter, by comparison with the similar 
period of 1948. 
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Control of Bank Lending in France 


An Elaborate Experiment in Intervention 


By a Special Banking Correspondent 


extension of governmental control over commercial banking in many 
parts of the world—for example, in Australia, Argentina and India— 
very little attention has been paid to the experience in France. It is not 
mite realised that in the past three years a system of control of bank 
lending operations has been gradually built up to the point at which, in com- 
prehensiveness and in the detailed and ex ‘acting nature of its requirements, it 
certainly rivals, and probably surpasses, any comparable measures attempted 
elsewhere. This system derives its legal force from the Act passed at the end 
of 1945 under which the Bank of France and the leading French deposit banks 
were nationalized.* At the time, public attention, both in France and elsewhere, 
was mainly concentrated upon the issue of nationalization, so that the powers 
conferred for the regulation of the whole banking system in France, including 
the banks which remained in private ownership, received less careful scrutiny 
than they deserved. Four distinct stages can be traced in the evolution of 
what is now quite an incredibly detailed system of control. Under it, the 
authorities not only receive det ails of every individual credit beyond a stipu- 
lated minimum, but also actually reserve to themselves the “ prior authoriza- 
tion” of accommodation beyond a somewhat higher limit. This is a case in 
which the details themselves are illuminating. Hence this article is almost 
wholly devoted to a factual description of the evolving system, and leaves 
readers to form their own conclusions about the efficacy or expediency of the 
measures themselves. 


Doestersio the constant discussion of the post-war tendency towards an 


STAGE I—CoMPULSORY CENTRALIZATION OF CREDIT INFORMATION 


The Law of December 2, 1945, besides providing for the nationalization 
of the chief deposit banks, set up a Conseil National du Crédit (C.N.C.). Among 
the manifold "hansen of this body were responsibilities for promoting a 
wider use of banking services, regulating charges for banking services, devising 
measures for reducing bank overheads, safeguarding of bank deposits, advising 
on financial intervention by the State, shaping credit policy for reconstruction 
and promotion of foreign trade, direction of public investment and distribution 
of credit, as well as the functions previously belonging to the Comité Permanent 
d’Organization Bancaire. The C.N.C. was given powers to set up regional 
Conseils du Crédit and was authorized to delegate its powers to the Governor 
of the Bank of France, ex officio Vice-Chairman of the C.N.C. 

A few months later the Bank of France established a Service Central des 
Risques—a bureau for the comprehensive centralization of information about 
credit risks. The declared objects of this scheme were to provide information 








* See “The Nationalization of the French Banking System , in THE BANKER for January: 
1946. —Epb. 
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to assist the C.N.C. in its task and to enable the banks to meet legitimate 
demands for accommodation without excessive risks. The Service Central 
was to be at Paris, but arrangements were made for certain branches of the 
Bank of France to collect information upon accommodation granted by the 
local banks. : 

The first instructions issued by the Bank of France in this connection 
were dated March 7, 1946, and required banks to provide returns of specified 
types of credit facilities enjoyed by each non-banking customer as at 
December 31, 1945, and as at the end of each succeeding quarter, whenever 
the amount exceeded a given limit. These returns, made on special printed 
forms, had to be submitted within fifteen days through the bank’s head office 
to the Bank of France at Paris, except that, where the head office was in the 
provinces, the returns had to be sent to the local branch of the Bank of France, 
For the purpose of the returns, accommodation sanctioned for a given customer 
at more than one branch of the bank had to be combined. Summarizing 
broadly, it can be said that commercial discount facilities of Frs. 10 millions 
or over were reportable, and, with a few exceptions, other types of accommoda- 
tion were reportable from Frs. 5 millions upwards, with a special report, within 
fifteen days, if there was an upward or downward variation of Io per cent. or 
of Frs. 2 millions or more in accommodation that had been already reported, 
or any cancellation of facilities. A return was also required if the aggregate 
of all specified types of accommodation sanctioned for a given customer 
reached Frs. 10 millions. The quarterly returns had to indicate the limits 
sanctioned as well as actual utilizations on the last day of the quarter. Aggregate 
figures reported for any credit-taker could be communicated by the Bank of 
France to any bank reporting credit granted to that customer. 

In the early experimental stage, there seems to have been some uncertainty 
of definition and perhaps in some quarters reluctance to add to the already 
overwhelming burden of work in banks in order to keep the authorities supplied 
with up-to-date figures. French bankers agreed, however, that, if properly 
classified and utilized, the centralized statistics could assist the authorities in 
following and controlling the use of credit in particular trades and industnes, 
and also in detecting outstanding abuses by large credit-takers who were 
dealing with more than one bank (a common practice in France). 

Even so, at least at the outset, the central information pool was not freely 
tapped by commercial bankers. In January, 1947, the Bank of France drew 
the banks’ attention to the de ‘sirability of making greater use of the Service 
Central des Risques by requesting information on aggregate reported risks 
for a given credit-taker before granting new accommodation. Greater enthv- 
siasm seems to have been shown towards certain Services Regionales des 
Risques which the Bank of France established during 1946 at some of its 
provincial branches, as for instance at Bordeaux for the wine trade, at Mar- 
seilles for certain importing and exporting trades and for travaux de construc- 
tion, and at Lyons for the silk trade and industry. The utility of these localized 
and ne cessarily more specialized records was appreciated by most of the local 
banks, who actually agreed voluntarily to supply monthly returns of sanctioned 
and outstanding cre dits to members of the specified trades and industries. The 
reportable limits were much lower than for the Service Central des Risques at 
Paris, but reliable and up-to-date “ aggregates ’’ could be produced with 
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relatively little delay, and the banks undoubtedly found advantage in fre- 
quently consulting the local Bank of France records. 


STAGE I[—‘‘ PRioR AUTHORIZATION ” FOR BANK ADVANCES 
During 1946 reminders were addressed by the Bank of France to the banks 
of the importance of ensuring that bank credit facilities were utilized to 
encourage production rather than to facilitate the keeping of stocks off the 
market. In January, 1947, when the Government launched its campaign for 
5 per cent. baisse ”' in retail prices s, it was decided that the banks, whose 
advances had been steadily growing, should be obliged to assist in bringing 
hoarded and newly-produced goods into consumption with minimum delay. 
This decision marked the second stage in the erection of a far-reaching structure 
of control of bank lending policies by the Conseil National du Crédit, acting 
through the Bank of France. Detailed instructions were given to the banks 
about the precise enquiries they were to make before granting new credit ; 
moreover, “‘ dossiers ” were to be compiled for every prospective borrower and 
prior authorization was to be obtained from the Bank of France if the credit- 
taker’s aggregate banking accommodation was likely to be carried beyond a 
given limit—fixed provisionally at Frs. 30 millions. As hitherto, guarantees 
and discount of state paper or commercial bills were excluded from this control. 
The enquiries to be made by the banker had to yield the following informa- 
tion about each credit risk : 

(a) proposed use of the funds to be provided ; 

(6) duration of credit and source of repayment ; 

(c) the proportion which the capital and long-term deposits of the appli- 
cant bore to the proposed volume of business and to the credit 
required ; 

(d) the means available to the applicant for obtaining all or part of the 
requiretments by selling surplus assets or by drawing bills. 

A “ dossier’ had to be constituted before credit was granted in every case in 
which the accommodation would involve a report to the Service Central des 
Risques (and not merely in those cases in which prior authorization of the 
advances had to be obtained from the Bank of France). These “ dossiers ’ 
had to contain : 

(a) latest balance sheets (three if possible) of the prospective borrower, 
supported by trading accounts and profit and loss accounts ; 

(6) up-to-date statement of position, indicating approximate value of 
stocks of raw materials and finished goods and details of debtors 
and investments ; 

(c) a note setting out the programme of utilization and repayment of the 
credit, showing that there was no alternative way of providing the 
funds required (particularly by acceleration of sales) and indicating 
the total banking accommodation (including discounts) already 
enjoyed or authorised. 

The aggregate risks indicated under heading (c) had to be confirmed by enquiry 
at the Service Central des Risques, and the whole “ dossier ’’ had then to be 
held at the disposal of the Bank of France (or submitted with any request for 
prior authorization that might be needed). 
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Steps were also taken to secure a review and reduction of existing credits 
Banks were requested to prune credit limits in cases in which they were only 
partially utilized or where a reduction seemed justified in view of the customer's 
stock on hand or the alternative resources available to him. Provision was 
made for eventual intervention by the Bank of France in appropriate cases, 
The local managers of the Bank of France did intervene in a number of cases, 
calling together the banks concerned and persuading them to agree on ap 
all-round programme of reduction in facilities accorded to certain customers, 


STAGE IJI—DrIRECTIONAL CONTROL OF BANK LENDING 

A third stage was reached in October, 1947, when an appeal was made to 
the banks to assist the Government further in its deflationary efforts. They 
were asked not to grant any new credit facilities except where it was clearly 
established that their aid was needed for payments that were necessary, 
irreducible and urgent, and that no alternative means of financing was available 
to the borrower (e.g. by acceleration of sales, disposal of surplus assets, or 
economies in management). No new eerste Test was to be given to finance 
the acquisition of shares, real property or interests in businesses. To ensure 
that credit was being directed into the channels regarded as most important 
to the national economy, a monthly return to the Bank of France was called 
for from each bank, showing the aggregate outstanding accommodation (with 
number of beneficiaries) for : 


Gi) cereals 
li) sugar 
i) meat 


(A) Basic food production : 


(B) Basic food imports : (i) cereals 
(ii) oils and fats 
(C) Key industries : (1) steel 
(i) agricultural machinery 
(ii) electricity production 
(iv) coal mining 
(v) cement manufacture 
(D) Other branches of activity. 
[hus the Bank of France was provided with means of comparing the respons 
of each bank to the appeal for a direction of bank credit into the desired 
channels. A clear warning was given that recalcitrants might be deprived of 
their rediscounting and advance facilities at the central institution—facilities 
to which all banks in France attach great importance and to which most of 
them resort from time to time. 

Four months later, in view of the substantial rise in prices that had occurred 
and the need to allow the banks greater rapidity and freedom of action in the 
granting of necessary credit facilities, the limit requiring prior authorization 
from the Bank of France was raised to Frs. 50 millions. For operations 
between Frs. 30 millions and Frs. 50 millions a “ dossier’ had still to be 
prepared, but was to be communicated to the Bank of France after instead of 
before the granting of the facility. Where the total accommodation had 
already reached Frs. 50 millions, a “ dossier’’ had to be submitted to the 
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ank of France in connection with any grant of additional credit—beforehand 
Bank ot Jt Say : 
if the increase exceeded 25 per cent., and a posterior? otherwise. 


STAGE IV—EXTENSION OF LOCAL CREDIT INFORMATION BUREAUX 

In March, 1948, important changes were announced, to take full effect from 
September 30, 1948. These were designed to increase the powers and effective- 
ness of the local controls, and, by decentralizing, to extend the effective scope 
of the whole system, hitherto operated mainly from Paris. The local credit 
controls had until then functioned on a more or less voluntary basis, in certain 
areas only, and with reference to particular trades and industries. The declar- 
able limits had been fixed lower than for the Service Central (usually at Frs. 
million) and the declarations had been monthly instead of quarterly, but the 
resulting statistics were regarded as unsatisfactory, as the grouping had been 
according to the domicile of the lenders rather than of the borrowers. 

Under the new arrangements, which are still in force, a complete network 
of Bureaux Locaux des Risques was established at provincial branches of the 
Bank of France. Banks were instructed to make their returns, by branches, 
to the nearest Bureau Local, giving for each customer the limits and utilizations 
at the end of each month. These returns have to be made by the 15th of the 
next following month. They are on special printed forms, subdividing the 
accommodation into the following c: itegories : 


1. Commercial discounts 
(a) Bills negotiated by the drawers. 
b) Acceptances given by foreign banks under documentary credits 
(provided the documents are referred to in the bill). 
2. Discount of bills guaranteed by the Caisse des Marchés de I’Etat 
Medium term Confirmed Credits, whether mobilizable or not, and those guaran- 
teed by the Caisse des Marchés 
Note : Documentary or other Credits must be reported unless full cover has 
been specially provided and is in the hands of the bank. If the pro- 
vision 1s partial, the uncovered portion must be reported. 
4. Other credits, whether mobilizable or guaranteed or not. 
(a) Credits granted by bank acceptance. 
(6) Credits conditionally guaranteed by the Caisse des Marchés 
(c) Discount of “crop bills’ guaranteed by the O.N.I.C. (a State imsti- 


tution) 

d) Discount of other “credit bills ’’ and warrants insofar as they are 
discountable at the Bank of France. 

(e) Discount of bills negotiated by the drawees (effets de fournisseurs 


Other credits non-mobilizable, whether guaranteed or not. 
fa) Unsecured overdrafts 
(b) Secured advances 
(c) Discount of bills not rediscountable at Bank of France. 
6. Guarantee 


The Bank of France fixed new limits below which declaration was unneces- 
sary, viz. Frs. 5 millions for either of the first two categories and Frs. 2 millions 
for any of the remaining four categories, with a limit of Frs. 5 millions for all 
combined. At Paris these two limits are increased to Frs. 10 millions and 
Frs. 5 millions respectively. Each Bureau Local keeps statistics of the reported 
accommodation granted to credit-takers domiciled in its area, transmitting to 
other appropriate Bureaux any returns that concern borrow ers domiciled 
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elsewhere. Each bank that reports for a given customer is automaticall; 
advised—in confidence and not for passing on to third parties—of the aggre. 
gate figures declared by all banks for that customer, without indication ¢j 
the names or domiciles of the banks concerned. A non-reporting bank may 
obtain communication of such aggregate figures on production of a request fo; 
accommodation from the customer concerned. 

Specimens of the forms which have to be completed for each customer ap 
reproduced on page 103. The left-hand portion is typed in duplicate by th 
reporting bank, while for the right-hand portion the reporting bank fills ip 
the top copy (with its own figures) receiving back the second copy after agere- 
gate tigures have been inserted. The second copy (reproduced in the lower 
photograph) is of tough cardboard, with punched holes. 

Arrangements were made for further centralization at Paris of the statistigs 
so obtained, and there is little doubt that the information was used by the 
authorities as a means of enabling them to secure a limitation—in particular 
instances, undoubtedly a desirable and salutary limitation—of credit-granting 
in certain quarters, partly by voluntary action by the banks themselves and 
partly under official persuasion. 


DECENTRALIZATION OF CREDIT CONTROL 

Nevertheless, at the end of September, 1948, even more drastic steps wer 
deemed necessary. A new control over the aggregate power of the banks to 
create credit was introduced by the imposition of “‘ ceilings ’’ upon the extent 
to which individual banks could raise money at the central institution (eg 
by rediscount of bills) and of definite obligations on each of them to carrya 
minimum holding of Treasury Bonds varying according to their liabilities 
At the same time, the local offices of the Bank of France were required to 


intensify their control over the nature and volume of credit allowed to particular 


borrowers, trades and industries. There had been a growing tendency to buy 
on credit rather than for cash, and for customers to get accommodation by 
way of discounts when other facilities were being denied them. Consequently 
a stricter attitude than hitherto towards re-discount accommodation was 
enjoined upon the Bank of France branches. 

The returns to be made to the local controls were then brought into line 


with those formerly required by the central control. A “ dossier ’’ has now to ' 
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be prepared for each customer on which a report becomes necessary, to be held 
at the disposal of the local office of the Bank of France, and in any case auto- 
matically submitted to it if the aggregate, at all banks, reaches Frs. 30 millions 
for that customer. In cases where prior authorization becomes necessary, 
because the aggregate limit of Frs. 50 millions is likely to be reached, the 
ippropriat ‘ dossier ”’ must be submitted to the local office of the Bank 
France with the request for authorization. 

It is to be noted that in arriving at this limit no account need be taken of 
euarantees, documentary credits covering imports of merchandise (provided 
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the documents are to be paid for not later than when the goods arrive), dis 
counts of paper accepted by Government institutions, and genuin commercial 
discounts (this last to exclude, however, papier de fournisseurs, i.e. bills drawn 
by the supplier and discounted by the buyer). An exception is also made for 
bills drawn under a special arrangement under which a guarantee or rediscount 
engagement is provided by a State organization. 

It should perhaps be mentioned here that the Bank of France takes car 
to stipulate that a‘ prior authorization ” for grant of credit implies no respon- 
sibility as to the safety of the operation, which concerns the cr dit-giver alone, 
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neither does it imply, in the case of discounts, that the Bank of France wil! 
necessarily be prepared to rediscount. On the other hand, when a special 
agreement to rediscount is given by the Bank of France, this carries with it 
rior authorization for the grant of the accommodation. 

With the object of preventing hindrance to the activities of industries 
regarded as essential, lists are published by the Bank of France of those indus. 
tries to which the granting of credit will be viewed favourably, provided that 
it is not to facilitate speculation The official note on the subject points out 
that the increased activity of these particular industries is necessary in order 


t 


to remove “ bottlenecks ’ and that limitations of bank credit ought not 

be added to the other difficulties with which they have to contend. On th 
ther hand, in certain industries where it was feared that credit would be us 
to assist in raising prices still more, special directions have been issued fron 
time to time, Imposing absolute limitations on the volume of credit that they 


may obtain from banks. For instance, wine producing, stock raising and tl 
leather industry have received special treatment of this kind. 

Much more could be written upon other measures taken to restrict. thy 
power of the banks to grant credit, and of alterations that have proved neces- 
sarv. in instructions issued by other controlling bodies in France, when t 
possible effect on credit creation was realized. This article, however, | 
sought to give an objective and sober account, and, instead of dilating upor 
the consequences of this almost incredibly detailed control and dragooning 
of the banking system, to let the facts speak for themselves. It 1s fair t 
idd, however, that one grave danger that lurks inevitably in such a system 
that interference may be inspired by political rather than economic motives 
rmay even take the form of victimization of particular customers— does not 
vet seem to have materialized. So far, the Bank of France appears to hai 
carried out its task with considerable tact, fairness and understanding. It also 
needs to be observed— since in England conditions are so very different—that 
in France there was great danger of abuse through excessive borrowings from 
the banks, a danger which was much aggravated by the inflation, by th 


h 


common practice of spreading borrowings over a number of banks, and by 
the unreadiness of the most blameworthy customers to furnish adequat 
Information and accounts 
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Monetary Policy in Belgium 
By Gavin Gordon 


BRUSSELS, July 17 
HE first ten months in which the National Bank of Belgium has been 
under national control have seen no abatement of Belgium’s austere, and 
strictly classical, monetary policy. In a country which has been remat 
able in post-war Europe for the prodigality of its livir i standards, the con- 
servative—indeed defensive—character of the monetary background strikes a 
definite contrast. Occasional plethoras of short-term money have proved 
transient, and money rates have remained high. The chief point of interest 
now is whether the corrective pressures of this orthodox policy are beginning 
to operate upon Belgium’s economy as a whole 
Since the liberation of Belgium there have been two main anti-inflationary 
measures. The first, it will be recalled, was the ‘“ Gutt purge” of October, 
1944, by which the monetary circulation was reduced, certain bank deposits 
were temporarily blocked and others were compulsorily converted into the 
non-transferable bonds of the Assainissement Monetaire loan. In the period 
of over-employment which followed, circumstances impelled a monetary 
re-expansion which could conveniently be brought under control only through 
TABLE I 
DEPOSITS OF BELGIAN COMMERCIAL BANKS 
(Millions of francs) 


Sight and up Over One Pemporarily 
to One Month Month Blocked Tora 
1945—December 31 as 34,721 1,918 17,812 54,451 
1940-— * oe 43,755 2,234 11,40 egw l 
1947— eo 43,313 3,279 7:929 94,5 2¢ 
1948—June 30 rhe a 46,287 2,694 2,804 51,875 
September 30 oa 44,373 3,248 2,541 50,162 
December 31 eu 44,487 3,999 2,266 51,752 
1949—March 31 i 8 45,473 4,944 50,417 
April 30 aia mm 45,737 1,525 9, 502 
May 31 an via 45,795 1,899 - 0,694 


the banking system. The instrument of control was provided by the Commis- 

ion Bancatre which laid down, for various categories of banks, certain minimum 
proportions of assets to liabilities. Apart from the cash ratio, the most impor- 
tant provision was that which decreed a minimum proportion of holdings of 
Treasury bills to deposit liabilities. 

Table I shows the trend of bank deposits of the past four years, indicating 
also the rate at which the temporarily blocked accounts were released. It 
should be noted that these releases were not reflected in any corresponding 
increases in free deposits. In a country in which the ratio of bank deposits to 
circulating cash is low, this was to be expected. In fact, part of the liberation 
of these deposits took place through their acceptance in payment of taxes. 
From the standpoint of the commercial banks, however, it was not incon- 
venient that the liberation was accompanied by a contraction in the total 
volume of deposits, both blocked and available. The original purpose of fixing 
a minimum proportion of Treasury bills had been to enable the budgetary 
deficits to be financed without causing any corresponding expansion of the 
credit base, strictly so defined. During 1948, with the budget verging upon a 
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balance, the volume of Treasury paper available on the market showed som: 
signs of contraction. Hence, in the absence of an automatic contraction jy 
total dé pores through the unblocking process, a definite credit contractio, 
might a » been necessary. 
Phe effect of the limit pl iced on the expansion of deposits was to curb any 
further increase in advance rhis led to an increased reliance on commercial 
finance eon the bill market, and compelled the banks to rely on the re 
discount facilities of the National Bank. The last four statements of the 
commercial banks’ position have indicated the volume of bills thus dealt with 
The total amount of commercial paper discounted by the banks appears t; 
be something over Frs. 10,000 millions, of which the amount re-discounted at 
the National Bank has been between Frs. 3,400 and Frs. 4,400 millions 
very material increase, since the amount re-discounted in 1945 was negligible 
and in March, 1948, it was still only Frs. 2,216 millions. The discount rate 
was raised from 1 to 3 per cent. in 1946 and again to 34 per cent. (at which 
it still remains) in the following year 
[he increase in the volume of tine deposits, which have more than doubled 
ince the end of 1946, reflects in some measure the reluctance of industrialists 
TABLE II 
CERTAIN ASSETS OF BELGIAN COMMERCIAL BANKS 


(Millions of francs) 


Other Bill Portfolio Other Securities Advances 

Cash, Liquid and 

et Assets Com-__ Trea- Belgian Other Sundry 
(net) mercial sury Govt. Debtors 

1945—December 31 2,206 2,001 2,044 37,553 5,072 1,433 8,033 
1946 3,301 3,139 3,075 33,452 5,059 1,045 13,001 
1947 , 3,672 624 5,592 32,402 3,924 2,023 13,033 
1948—June 30 2,14 422 6,091 31,430 3,623 1,641 12,843 
Septembe ) 2,186 580 5,810 30,153 3,508 1,577 12,924 
December 31 3,726 jO2 5,962 290,940 3,474 1,643 13,172 

194° March 31 . 3,506 551 6,142 28,465 3,500 1,615 1 3,098 
April 30 : 2,038 O85 6,766 29,729 3,440 1,633 12,895 

Mav 31 1,978 S05 6,155 30,064 3,441 1,000 13,122 


to invest while money remains as dear as at present. There are, indeed, some 
— tions of slightly better conditions in the capital market. Long-term 
iterest rates, typified by fluctuations in the 4 per cent. Dette Unifiée, have 
fall n from 4.79 per cent. at the beginning of last September to about 4.59 
percent. Recently, the new five-year 44 per cent. bonds of the Société Nationale 
le Crédit al’ Industrie were succ sored issued at 984, or half a point above the 
issue-price for previous comparable offers. The improvement is still small, 
however, by comparison with the heavy deterioration of the capital market 
in the previous three years ; and the issue price of the S.N.C.I. bonds (which 
are tax-free) does not permit of re-lending to industry below 6} per cent. 
The future of the capital market is, at this juncture, a sonttes of crucial 
importance. It is increasingly recognized that Belgium’s post-war prosperity 
has been largely due to two facts. First, she had virtually no post-war recon- 
version problem, and secondly she electe .d to undertake only a very moderate 
degree of reconstruction. She therefore had resources available for building 
up her exports on a scale which was denied to countries which were compelled 
to embark at once upon large re-equipment outlays. Moreover, the European 
Recovery Programme, and the system of drawing rights under the Intra- 
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European Payments Scheme, have greatly assisted Belgium by prolonging 
her export advantages. In a number of industries, notably in textiles, she 
has succeeded in so moderating costs and prices as to maintain the accep- 
tability of her goods ; but there is enough resistance to falling prices to make 
it clear that big investment outlays will be necessary if the position is to be 
maintained. These outlays will need to be all the bigger because of the war- 
time arrears of replacement of plant and the slender rate of investment in 
subsequent years. . 

The Ministry for Economic Co-operation, planning on a ten-year basis, 
has estimated that capital outlay during 1948-52 needs to be at an annual 
rate of Frs. 42,195 millions. These figures, based on a national income of 
around Frs. 250,000 millions, are moderate enough ; but the gross investment 
achieved in 1948 appears to have been only Frs. 37,730 millions, of which 
Frs. 3,050 millions came from foreign borrowing. 

The Ministry’s figures for total investment requirements have been criti- 
cized as unduly conservative, and this is confirmed by the many plans for 


TABLE III 
BELGIAN IMPORTS AND EXPORTS 


Quarterly ; millions of francs) 
Export Surplus (+) 


Imports Exports or Deficit (-) 
194¢ 
I 5,415 4,343 4,075 
I] ‘ 11,054 6,193 - 4,861 
ill ‘ P 13,975 8,137 5,835 
I\ ‘4 « 8Q,825 10,979 8,134 
1947 
I wa ; 17,337 11,512 5,525 
Il ‘ . 19,170 16,450 — 2,654 
II ‘ .« 20,325 15,795 — 4,330 
I\ 28,122 17,215 — 10,907 
1945 
I 22,113 17,132 — 4,981 
I] 22,025 18,653 — 3,372 
III 21,115 17,704 - 3,411 
IV 21,500 20,198 — 1,302 
1949: 
I we .. 20,191 20,438 247 
_- . .. 20,067 21,595 + 1,528 


industrial expansion which await lower interest rates. During 1948, invest- 
ment in industry and commerce amounted to Frs. 26,100 millions, approxi- 
mating to the Ministry’s schedule of requirements. Nearly two-thirds of the 
total (Frs. 16,650 millions) came from the internal reserves of commercial and 
industrial companies. Only Frs. 2,800 millions came from the capital market 
by public issue, the market’s limited capacity being mainly used for state 
borrowing (Frs. 2,300 millions), the state-owned railway and telephone systems 
(Frs. 2,150 millions) and the state credit institutions (Frs. 3,000 millions). 
These credit institutions also had the use of savings bank deposits to the 
extent of Frs. 3,750 millions, and provided Frs. 5,950 millions towards the 
financial needs of commerce and industry. 

_ There are some signs that the level of saving is now somewhat higher than 
in recent years. The aggregate deposits in the Caisse d’Epargne rose in 1948 
by a little over Frs. 3,000 millions and by nearly another Frs. 2,000 millions 
in the first quarter of this year, though the latter improvement was offset by 
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a decline in private Chégues Postaux balances ; these had increased in 1948, 
These figures, however, do not reflect middle-class savings, which are pre- 
sumably responsible for the slight improvement in conditions on the Bourse. 
Indeed, the question has been raised whether this improvement might not 
now be assisted by a moderate enlargement of the credit base, with the object 
of facilitating the capital outlays. 

Che particular danger of credit expansion, to be achieved by reducing the 
obligatory proportion of Treasury bills to be held by the commercial banks, 
lies in uncertainty about the Government’s borrowing intentions. Latterly, 
the reduction in the volume of bills held by the banks has been due, not toa 

TABLE I\ 
SITUATION OF THE NATIONAL BANK OF BELGIUM 


Millions of francs) 


Gold Foreign Currency Assets Belgian Notes in 
Under Other Government Circulatioa 
Payments Bills* 
Last Statement tn Agreements 
1948—-September »8, 1890 10,590 340 6,692 32,360 
October : 28,235 11,204 427 5,815 81,773 
Novembet1 27,782 11,419 419 4,622 81,376 
Decembet 27,334 I1,100 1,842 4,636 83,176 
1949-— January 27,741 10,673 1,062 3,889 82,973 
February 27,817 10,394 2,141 2,843 82,810 
March 25,000 10,300 2,430 5,293 83,580 
April “a 25,362 10,053 2,555 4,010 33,743 
May ~« 26,500 9,458 2,475 2,571 82,853 
lune ‘ 30,850 9,685 1,765 4,800 84,938 


* Excluding the holding of the Frs. 35,000 millions of Consolidated Debt. 


budget surplus, but to transfer of indebtedness into the hands of public insti- 
tutions. In particular, two tranches have been issued of Reconstruction 
Lottery Bonds, to a total of Frs. 7,000 millions, the proceeds of which (together 
with certain budgetary provisions) have been paid over to the Caisse des 
Dommages de Guerre. So far the amount spent on financing re-building and 
reconstruction has been very small indeed compared with the sums set aside 
for the purpose, and the present position is, therefore, that the Caisse holds 
substantial sums of Government short-term paper. The dimensions of the 
problem, and its possible application to other public bodies, is a matter for the 
Minister of Finance in the new Government wich, at the time of writing, has 
yet to be formed. Moreover, reconstruction work in relief of unemployment 
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_which exceeds 10 per cent. and therefore commands attention—may evi- 
dently mean that the banking system will be called upon to hold an increased 
quantity of Treasury bills. "The possible impact of this on the commercial 
banks becomes the more evident when it is remembered that, by the convention 
reached after last September’s reconstruction of the National Bank, the 
latter's holdings of short-term Government debt is limited to Frs. 10,000 
millions. 

Belgium has always been characterized by a high proportion of circulating 
currency both to bi ink deposits and to national income. The note issue has 
risen during July to a new peak of over Frs. 85,500 millions, which evidently 
covers a substanti al volume of investible savings. In part this accumulation 
of savings in liquid form is due to the fact that little of the capital tax, imposed 
as part of the Gutt purge, has yet been collected, so that, since the liability is 
assessable on the basis of values much higher than those now ruling, there is 
an obvious incentive to conceal wealth from the tax-gatherer. Attempts have 
been made to coax this money into use by the issue of bonds for cash “ over 
the counter ”’ (i.e. without indication of the subscriber’s identity). This device 
was tried out with the Reconstruction Loan, but in spite of it the note circula- 
tion remains obstinately high. 

As will be seen from Table IV, apart from the increases in the note issue, 
the most significant feature of the National Bank’s recent statements is the 
increase in holdings of “‘ other ’’ foreign currency (mainly dollars) and their 
diminution during June in favour of an increase in the gold holding. Two- 
thirds of this increase was due to the inflow of gold from London, which was 
on an exceptional scale in that month ; but Belgium’s decision to exchange 
dollars for gold reflects the remarkable strengthening of her hard currency 
position, partly under the influence of the Marshall Plan, and partly through 
the reduction of dollar imports. This has been accompanied by a change in 
her position from a net importer to a net exporter. 

Belgium has, in fact, earned rather more dollars than was expected a 
me ago, largely through the discovery last autumn of the American market 
for her steel. Under the new Intra-European Payments Agreement, the 
indications are that she will do still better in 1949-50. In return for her export 
surplus (estimated at $440 millions) with other O.E.E.C. countries, she will 
receive $200 millions to finance her own prospective dollar deficit ; and will 
gain access to further dollars up to $152} millions—at the expense of lending 
$87 $ millions of her own currency. The effect should be a considerable 
strengthening of the Belgian franc, which has successfully maintained its 
ascendancy over the softer currencies during 1948-49. Indeed, by the indirect 
devaluation implied in allowing Belgian bank notes to be re-imported through 
the banking system in payment for exports, the national currency has lev ered 
itself within speaking distance of the dollar and the Swiss franc. There is 
some feeling in Belgium against the semi-enforced use of Frs. 3,850 millions 
(the equivalent of $87} millions) of her savings for foreign lending, but against 
this she will be able to sell goods she might otherwise have failed to sell, and 
the dollars she will receive in payment, to the value of Frs. 6,700 millions, 
will be in excess of the dollar requirements of her current trade. Provided 
that the expanded level of exports can in fact be achieved, bringing full 
employment with it, the opportunity is an outstanding one for special saving 
in the interests of reconstruction and investment. 
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Trimmed Sails in Lombard Street 


INCE 1946-47, when the London discount houses greatly enlarged their 

capital resources and a number of the smaller units were converted from 

private to public companies and secured quotations for their shares on 
the Stock Exchange, the statistical documentation of the activities of the 
discount market has steadily improved. Twelve months ago, when it first 
became possible to compile a composite balance sheet of the nine public 
companies which transact almost nine-tenths of the total business of the 
market, detailed analysis of the balance sheets was still impeded by the habit 
of several houses of merging their holdings of the shortest-dated bonds in their 
bill portfolios.* Now, however, this obscurantism remains only in the accounts 
of one house—Cater, Brightwen and Company—so that it is possible to obtain 
both a clearer and a more comprehensive view of the market’s activities than 
was ever available in the past. The tables accompanying this article are there- 
fore more informative than those presented last year, but otherwise the analysis 
follows the same general pattern. Necessarily, its value is still impaired by 
the fact that the discount houses make up their accounts on widely varying 
dates ; and, although this compilation is made at such a time as to give the 
minimum “ spread ’’, the accounting dates still range over a period of seven 
months—from September 30, 1948, for Allen, Harvey and Ross Ltd., 
April 30 last for King and Shaxson Ltd. If the several accounting dates were 
weighted according to size of portfolios, the mean date for the composite 
balance sheet would fall early in the calendar year. 

At first glance, therefore, it might seem that the figures are mainly of 
historical interest and can have little relevance to the question now agitating 
the minds of all who are interested in the activities of Lombard Street—namely, 
the effects upon it of the latest slide in the gilt-edged market. Since the recent 
weakness has not been confined to the medium and longer-dated stocks and has 
extended even to the shortest of “ money market ”’ securities, it has been 
assumed in some quarters that Lombard Street may h: ive been hit as severely 
by this latest break in gilt edged as it was during the phase of revulsion from 
Dr. Dalton’s cheaper-money extravaganza. In fact, there has been a marked 
difference between the discount market’s experience in the two phases, and 
this difference can best be understood by a study of market tactics over the 
past two years. 

After its relative stabilization in 1947-48, the scale of market operations 
expanded sharply in 1948-49. As Table I shows, the combined portfolio of 
bills and bonds of the nine houses rose from just under £750 millions to nearly 
£840 millions, an increase of over 12 per cent. compared with one of 3 per cent. 
in 1947-48. The only available method of estimating the portfolio of the 
three houses which remain private companies and consequently do not publish 
accounts (Ryders Discount Co. Ltd., Seccombe, Marshall and Campion Ltd. 
and the Clive Discount Co. Ltd.) is to assume that their combined “‘ book” 
bears the same ratio to known capital resources as does the aggregate book of 

the nine public companies. This, of course, is only a rough and ready method, 
since the scale of the discount market’s activities is governed by its true 











See ‘‘ Lombard Street after the Boom ” in THE BANKER for August, 1948. 
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capital resources, and the proportion of hidden reserves, though large in the 
aggregate, varies greatly from one company to another ; moreover, the three 
private companies disclose only the amounts of their paid-up capital. It is 
probable, however, that the errors inherent in the calculation are to some 
extent self-compensating, so that the result may not be far from the truth. 
On this basis, the combined book of the twelve discount companies (i.e. 
excluding the small book of the firms of running brokers) may be put at £945 
millions at the several accounting dates in 1948-49, or {100 millions more than 
the figure similarly computed for the previous year. 

Since the known capital resources of the market (including disclosed 
reserves and balance on profit and loss account) have been only slightly 
increased during the year, this means that the market position is becoming 
fully extended. The combined book of the twelve houses is equivalent to 
324 times the known capital resources, compared with 29} times in 1947-48. 
It is, indeed, virtually back to the peak ratio established in 1945-46, when the. 


























TABLE I 
LONDON DISCOUNT HOUSES—COMBINED BALANCE SHEET, 1946-49* 
1946-47 1947-48 1948-49 
Capital Capital Capital 
{mns. Multiplier {mns. Multiplier {mns. Multiplier 
Published Capital Resources. . 23.7 — 25.4 _- 25.8 -- 
Billst a ae _. Se.5 23.4 507.9 20.0 562.2 21.8 
Bondst e ; » as o.2 240.6 9-5 276.5 10.7 
Total Portfolio 5a . 22 30.6 748.6 29.5 838.7 32.5 
Re-discounts .. oa «= 5 1.8 68.3 2.7 76.7 3-0 
Loans and Deposits .. .o 9a2.48 30.6 736.5 29.0 827.1 32.0 


* Nine houses, i.e. excluding Ryders Discount Co., Ltd., Seccombe, Marshall and Campion, 
Ltd., and Clive Discount Co., Ltd., no accounts for which are published. Balance sheet dates 
for the nine companies range in each period from September 30 (for Allen, Harvey & Ross, Ltd.) 
to the following April 30 (for King & Shaxson, Ltd.). 

t Division of total portfolio between bills and bonds shown for 1946-47 is not comparable with 
that shown for 1947-48 and 1948-49, since in the earliest year several companies still merged their 
shortest bond holdings with their bills. Figures for the last two years, though comparable, are 
distorted by the fact that one company, Cater, Brightwen & Co., Ltd., still adheres to this practice. 


discount market, under pressure of the opening stages of Dr. Dalton’s drive, 
greatly increased its portfolios in anticipation of the big capital expansion of 
the following year. As the table published twelve months ago showed, the 
ratio of total portfolios to capital stood at 33.8: 1 in 1945-46, but dropped to 
30.6 in the following year, despite the big further expansion in bill portfolios. 

The division of the estimated total portfolio of £945 millions for 1948-49 
into bills and bonds can now be made with quite a high degree of accuracy 
on the basis of the figures of the eight houses which present a strict segregation 
in their accounts. First, however, it is worth noting how greatly the picture 
has been distorted in the past by failure to segregate. This distortion is plainly 
revealed in the latest accounts of the National Discount and Alexanders, since 
both these companies, in segregating for the first time, give comparative 
figures for the previous year. The revision discloses that, of the National’s 
apparent “bill ’’ portfolio at end-1947, no less than £36 millions or nearly 
one-third consisted of short bonds; moreover, the parallel adjustment in 
the bond portfolio has multiplied the original 1947 figure no less than 3} times 
—raising it from a mere £16 millions to £52 millions. The similar adjustments 
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made by Alexanders were less drastic, but were still very large. After these 
changes, the aggregate bond portfolio of the eight houses for 1947-48 amounts 
to {225 millions, or a shade over 34 per cent. of the total portfolio of {£662 
millions. The comparable bond holding for 1948-49 is £256 millions, out of a 
total of £747 millions ; hence the expansion of bond portfolios has been rather 
less rapid than would appear from examination of the figures published last 
year, and the ratio of bonds to total portfolios has risen only slightly, to 34.3 
per cent. The ratio of bonds to known capital resources has, however, risen 
rather sharply, from a little over 93:1 to over 11:1. For two houses, the 
National Discount, and Allen, Harvey and Ross, the bond ratio has declined 
slightly, but in three cases the ratio was 13: 1 or more. On the assumption 
that in both years the ratio for the whole market was the same as the av erage 
for these eight houses, the aggregate bond portfolio would be about £325 
millions, an increase of £38 millions or 13.2 per cent. on the figure similarly 
computed for 1947-48. The corresponding expansion in the bill portfolio 
would be by £62 millions to £620 millions. 


TABLE II 
PUBLIC DISCOUNT COMPANIES IN ORDER OF SIZE, 1948-49* 
({mns.) 
Published Invest- Total 
Capital ments Bills Portfolio 

Resources 

Union Discount Co. of London, Ltd. 8.359 78.57 164.77 243-34 
(32/12/48) 

National Discount Co., Ltd. (37/12/48) 5.090 52.05 107.16 159.21 
Alexanders Discount Co., Ltd. (37/12/48) 3.98 55-24 52.00 107.24 
Cater, Brightwen & Co., Ltd. (5/4/49) 2.481 20.50 71.22f QI.72 
Smith, St. Aubyn & Co., Ltd. (37/3/49).. 1.462 17.90 36. 37 54-27 
Gillett Bros. Discount Co., Ltd. (37/z/49) 1.071 15.77 38.27 54-04 
Jessel, Toynbee & Co., Ltd. (37/3/49) 1.225 15.95 34.16 50.1! 
Allen, Harvey & Ross, Ltd. (30/9/48) 1.100 10.16 31.25 41.4! 
King & Shaxson, Ltd. (30/4/49) 1.002 10.42 27.00 37.42 


* Balance sheet dates, ranging from September 30, 1948, to April 30, 1949, are indicated 

in brackets. 

+ Including short-dated bonds. 

It is certain, therefore, that for the market as a whole the bond portfolio 
at these balance sheet dates must have well surpassed the proportion of eight 
times the true capital resources which is generally regarded as the reasonable 
maximum under normal conditions. There is no reason to suppose that the 
true resources of the market as a whole differ perceptibly from their level of 
twelve months ago; they may be put at between £35 and £36 millions. On 
this basis, the true bond ratio indicated by the above estimates of portfolios 
would be between 9.0 and g.3, while the bill ratio would be between 17.2 and 
17.8, giving a composite portfolio equal to 26 or 27 times the true capital. 

It should be noted that the conventional capital-multiplier of eight times 
for the bond portfolio was never intended to indicate the appropriate propor- 
tion under all conditions. At times when the short bond market is under 
heavy pressure, the discount houses would not be fulfilling their function as 
shock absorbers unless they were prepared to extend their position appreciably 
beyond that level. Partly for this reason, the size of bond portfolios, especially 
of the larger houses, is subject to wide short-term fluctuations ; and, as the 
chairman of the Union Discount Company pointed out in his last annual state- 
ment, the variations shown at balance sheet dates from year to year cannot 
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be taken as a reliable indication of the trend of portfolios over the year as a 
whole. 

Apart from this, most of the balance sheets give no indication of the 
important qualitative change which has occurred in the bond business of the 
discount market in the past two years. Except to a virtually insignificant 
extent, no discount house would ever carry any bonds with a longer life than 
five years to final redemption date ; but, within that limit, the market was 
induced during the phase of aggressive Daltonian activity to take a relatively 
high proportion of the longer dated bonds. It was therefore ill-prepared to 
meet the shock of the collapse which occurred in the gilt-edged market in 
1947. But, having absorbed the resultant loss then—most of it was a “ book ” 
loss—it thereafter seized every opportunity of reducing the average life of 
its portfolio. By the early months of 1948, a high proportion of the total 
was concentrated upon two securities only—the 1} per cent. Exchequer 
Bonds, 1950, and the 2} per cent. National War Bonds, 1949-51. Despite the 
fact that the known life of the former and the then probable life of the latter 


FABLE III 
RATIOS OF PORTFOLIOS TO DISCLOSED CAPITAL 
Bills Bonds Total Portfolio 
1947-48 1948-49 1947-48 1048-49 1947-48 1948-490 
Union Discount Co 7:7 19.7 7.8 9.4 25.5 29.1 
National Discount Co 15.8 21.1 0.4 10.2 26:2 25:3 
Alexanders Discount Co. 14.4 13.1 12.9 13.9 29.3 27.0 
Cater, Brightwen & Co 29.2° 6.4" 6.3 8.3 35-5 37-0 
Smith, St. Aubyn & Co. 44.2 24.9 10.4 53 24.6 37.2 
Gillett Bros. Discount Co 32.8 35.8 13.8 £7 40.6 50.5 
Jessel, Toynbee & Co ' 25.8 27.8 9.9 13.0 35 40.8 
Allen, Harvey & Ross 25.8 28.4 9.5 ».2 35-3 37.6 
King & Shaxson : ; 28.2 27.0 6.4 o 34.0 27.4 
Nine Houses . P 20.0 21.8 9.8 10.7 29.5 32.5 
Eight Houses ; 19.0 21.2 9.8 22:5 28.8 Ee | 
* Including short-dated securities j i.e. excluding Cater, Brightwen & Co 


were becoming very short indeed, this disposition of resources was maintained 
throughout the year ; and, in most cases, there has been little change in the 
current year. 

In holding to this cautious policy, the discount houses have had to resist 
the temptation, which at times must have seemed very compelling, to prepare 
themselves for the redemption of the 1949-51 bonds at the earliest redemption 
date. Until early this year, most market circles were disposed to take such a 
redemption for granted. Later, many pecple doubted it ; but until the very 
moment of the Budget speech, when the Chancellor announced that there 
would be no immediate redemption, opinion in Lombard Street was divided. 
Early in the year, therefore, several houses are believed to have ventured 
upon a policy of limited switching from the 1949-51 bonds into the issues 
next in line—mainly the 1951-53 bonds, but also moderate amounts of those 
dated 1952-54. Despite these operations, there is no doubt that, on the eve 
of the recent pressure on the gilt-edged market, Lombard Street’s bond port- 
folios, taken as a whole, were quite abnormally short-dated. Indeed, the 
average life of the portfolio must have been further shortened by the pressure 
itself as well as by the natural action of outside holders of the shortest bonds 
as they began to ‘approach maturity. Sales made on this account by indus- 
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trial and other holders of the Exchequer bonds in the early months of the 
year certainly led to a considerable intake by Lombard Street, and the same 
thing happened, though for somewhat different reasons, in the early phases 
of the recent slide in the gilt-edged market as a whole. 

Thanks to this policy of keeping short, there is no doubt that the discount 
market has weathered the latest difficult phase much more smoothly than it 
did the storm of 1947. The price of Exchequer Bonds in mid-July, for example, 
though ee trae below the high point reached towards the end of 1948, 
was, as Table IV shows, only moderately below the level reached at end-1947 
and early 1948 ; ape it was to this lower level that the balance sheet valuations 
and reserve policy have been geared. Moreover, the redemption yield even 
on this security has not been affected to anything approaching the normal 








Taste IV 
MONEY MARKET SHORT BONDS, 1947-49 
Net Prices 
1947 1948 1949 
End End- 
i Lo 1047 ) Low 1948 High Low July tr 
49-51 I } ror} roof 100; 100 & 100} 
8/47 8 27/1/48 rrigig9 39/13/49 
j r, 1950 I 98 100} 100§ roo} 100 roo} 
ix/g7 8915/8) 47 22/11/g8 27/1/48 r/z/49 28/6/49 
24% Nat. War, 1951-53 104 % 19 ts ror 103 t 100 # 102 & 102 & 100} 100% 
4/2/47 17/9/47 go/rtg8 2/7/48 1/1/49 47:49 
24%, Nat. War, 1952-54 104s 8 9 | 102% oof 102 102 100$ too} 
6/2/47 3/8/47 25;17/g8 21/48 1/2/49 4/7/49 
TaBLe V 
MONEY MARKET SHORT BONDS, 1947-49 
Gross Redemption Yields* 
1947 1948 1949 
High Low End-1947 High Low End-1948 High Low July tr 
) 0 ) ) ; "0 % _ % _ 
£2 6. @& £4.74 re @ £4 42 £ a 6 ia @ ££ ae @& £244 
Nat.Wuar,1949-51 2 40 I 4 4 I 14 0 114 It 2. 2 tea — — rr 8 
15/8/47 7/2/47 27/1/48 23/11/48 (to r/2/ 50) 
17 Exchequer, 1950 1 18 oO s 2s es 8 a2 110 1! ro 9 Ss 7 Im o z3 4 110 7 
15/8/47 7/2/47 27/1/48 15,1148 28/6/49 14/1/49 
Nat.War,1951-53 215 8 1 8 2 21410 sae ¢ 6 2 3% 48 23 37 8+ £m 
17/9/47 4/2/47 2/1/48 29/11/48 4/7/49 23/3/49 
24 Nat. War, 1952-54 219 8 Iir 4 210 § 210 Ir Ess. 2 Sts. 2 $6 @ 110 Qg 260 
15/8/47 6/2/47 2/1/48 25/11/48 4/7149 18/3/49 


* To earliest date, except for latest yield given for 24°, Nat. War, 1949-51. 


extent by the shortening of its life ; and in recent weeks the yield has, of 
course, risen very steeply. By early July it was possible to obtain on it a 
gross redemption yield of nearly 1 per cent., surely a remarkable return for 
a gilt-edged security with only seven months to run. The seven-months 
Treasury deposit receipts, it may be noted, offer a full one per cent. less. 
During the period covered by the 1948-49 balance sheets, of course, the normal 
effect of the approach of maturity was more evident in the yields obtainable ; 
but it is clear that, on the whole, the market has been able greatly to shorten 
the life of its portfolio without any large sacrifice of earning power. Inciden- 
tally, there are now some indications that the authorities are not contemplating 
any early calling of the 1949-51 bonds. Throughout the phase of market 
weakness, there was no sign of official support in any security ; but lately the 
authorities are believed to have been buying the Exchequer Bonds against 
sales of the 1949-51 bonds—surely an indication that no combined operation 
is being planned for the due date of the former. In consequence, the yields 
on both securities have been brought down to more rational levels. 

Apart from the strengthening of the technical structure of the market's 
bond position, there has been a noteworthy improvement in the return from 
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the bill side of its operations. This has been chiefly attributable to its still 
reviving business in commercial bills. As Table VI shows, the turnover of 
Treasury bills has not expanded further,* but has been roughly maintained 
at the very high level reached in 1947 and 1948. The rates at which the bills 
have been obtainable have, however, shown a fractional increase in the tiny 
gross margin over the cost of short money. The welcome further growth in 
the volume of commercial paper has probably been more marked than is 
suggested by the expansion shown in the published figures of bills re-discounted. 
The chairman of the National Discount Company, for example, remarked 
early this year that his company’s purchases of commercial bills had expanded 


TABLE VI 
MARKET TURNOVER OF TREASURY BILLS* 
Total Syndicate Allotment Syndicate 
Allotted {ctual Proportion Weekly Average 
émn {mn. "0 fmn. 
1938-397 455 167 37 I3 
1045 I 1430 442.2 31.1 34 ) 
II 1620 | .., 566.2 | 35:0 1... 43 | 
[1] 1690 f cea 582.3 p2465 : 34.57 37°° 45 p47 
I\ 1820 } 872.4 47-9. 67 j 
1946... I 1760 834.1 ) 47-4 ) 64 ) 
II 19390 | 859.0\ | 44.6 : 66 | 
Ii! 1960 p 7800 775-9 p 3454-4 39.6 p44: ? 60 } ™ 
IV 2150 | 985.4, 45.8) 76 } 
1947 I 2185) 1056. 4 } 48.4 ) 81) 
II 2180 958.8 | . 44.0\ _ 74 
Ill shoo 78805 1091.9 (4277-3 yo.5 (47-4 84 ‘“ 
IV 2240 } 1070.2 } 47.8, 82 J 
1948 : [ 2160) 1073.1 ) 49-5 | 83) 
II 2210 , 1025.1 a9 46.4 | 2} . 
III 2210 +8830 roeag Pa dns 48.1 p48.1 82 | ” 
IV 2250} 1096.4 } 48.5) 83 } 
1949 I 2210 IT13.9 50.4 81 
II 2210 992.8 45.0 76 


* Estimates since 1939 based on assumption that market tenders just cover total offered ; 
this basis somewhat under-estimates the allotments, notably in 1946, when the error probably 
approached 5 per cent. Periods relate to dates of tenders, not of payments, for bills. The first of 
each pair of columns gives quarterly figures, the second gives annual. 

+ Quarterly average of twelve months to August 25, 1939. 


by 35 per cent. during 1948, although the re-discount total showed only a 
fractional increase. Similarly, Smith St. Aubyn recorded that although its 
re-discounts were actually lower at the balance-sheet date, the total portfolio 
of commercial paper had increased. Most of the additional paper reaching 
the market results from the increased activity of the acceptance houses, which 
are becoming fully extended. Thanks to the enterprise of one of the smaller 
discount houses, reliable figures are now available to show—for the first time 
for many years—the relative shares of the acceptance houses and of other 
acceptors. These figures, relating to Jessel, Toynbee’s portfolio, are repro- 
duced as Table VII. Could not the Discount Market Association publish 
similar data for the market as a whole ? 








* For the last weekly tender in July, the offering was unexpectedly increased from the long- 
sustained “‘ basic’’ level of £170 millions, to £190 millions. The timing of this change suggests 
that the Authorities may be embarking on a further phase of the post-war policy of switching 
floating debt borrowings from Treasury deposit receipts to Treasury bills. 
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The revival of the traditional function of the discount market would not, 
however, have had any significant effect upon its profit and loss accounts 
had it not been for the small increase in discount rates which the expansion 

made possible. In January, 1948, it will be recalled, the rate for three months 
first-class commercial bills was raised from 17/32 per cent. to 9/16 per cent. 
per annum, and that for longer bills from 9/16 per cent. to 8 per cent. In 
October last, the rates for longer bills were advanced by a further step, while 
in April of this year the whole scale was lifted by 1/16 per cent., making the 
three-months’ rate 3 per cent., and the six-months’ rate ? per cent. 

Small though these increases have been, they yet represent, on the three- 
months’ bill, a quadrupling of the exiguous gross profit margin which the market 
formerly secured over the } per cent. paid for short money. Thanks mainly to 
this improvement, it is probable that most houses are now securing a sufficient 
gross running profit from their bill business—including both Treasury bills 
and commercial bills—to cover their administrative expenses. This means, 
however, that the whole of their profits available for dividends and for the 
strengthening of reserves have still to be secured from net earnings from bond- 
dealing. At present, as has been shown, the gross margin obtainable from 
running bonds is unusually wide, for bond money rates have not varied from 

TABLE VII 
ACCEPTORS OF COMMERCIAL BILLS 
(Distribution of Jessel, Toynbee’s Portfolio at March 31, 1949) 
Accepted by : Per cent. of Total 


Fifteen Acceptance Houses 71.8 
Clearing Banks and Scottish Banks 8.0 
Miscellaneous 4.6 
English Banks owned abroad 4-5 
Agencies of United States Banks 3.7 
Other Foreign Agencies 2.8 
Trade Acceptances 2.4 
Colonial Banks 2.2 

100.0 

the standard level of 8-? per cent. Moreover, the margin between the yields 


on short bonds and on saclinns and long- dated gilt-edged has lately looked too 
narrow to endure over any long period, in the absence of any large change in 
the basic level of interest rates. Over the past twelve months, for example, 
the yield on 3 per cent. Transport stock (1978-88) has risen by only 1/32 per 
cent. and that on Consols by 1/16 per cent., whereas the return from Exchequer 
Bonds has risen by } per cent. The yield on the 1951-53 War Bonds (which 
has, of course, been “affected by uncertainties about the date of redemption) 
has risen by 3 per cent. to the earliest date and by 9/16 per cent. to the latest. 
These disparities suggest that even if the long-term interest rate settles down 
at a somewhat higher level than that reached recently, the values of short 
bonds may not be correspondingly affected—except, perhaps, momentarily. 
This argument, it should be noted, is tenable only for moderate adjustments. 
The discount market is well aware that any major rise in interest rates would 
pose very difficult problems. But few people expect any real disturbance of 
the familiar pattern of short money rates, strictly so-called ; and, so long as 
that is maintained, the impact of any pressure upon Lombard Street is likely 
to be confined within measurable limits. 


———— 


ue 


The 
gail 
rett 
inst 
bus 
in t 
wol 
on. 
tur 
typ 
ord 
the 
a fi 
red’ 
the: 


ind: 
figu 


bra: 
pub 
stre 
In { 
in t 
pre! 
of 


sub 


buy 
it. 


-—_ — 


eed 





117 





The Threat to Insurance 
By A Special Correspondent 


“ ABOUR Believes in Britain”, the current programme of the Labour 
| Pary: for the General Election, contains the following paragraph : 

7 Splitting off industrial assurance from the remaining business of 

the companies would lead to confusion and inefficiency. Labour therefore 


proposes that all the industrial assurance companies, the biggest being 


the Prudential and the Pearl, and the larger collecting societies, shoula 
be taken over as they stand”’ 
The statement is clear and unmistakable. For the sake of ben€@fits to be 


gained through the acquisition of the industrial life business, Labour, if it is 


returned to power, intends to nationalize at one swoop all the ordinary life 
insurance of the two great companies, all their fire, motor, nceacten and marine 
business, and all their overseas connections. That is the official party scheme 
in bare outline, without details and with no indication of how the great change 
would be made or of how the business after nationalization would be carried 
on. But it may be taken as probable that, if the Party has its way, it will 
turn industrial insurance into a water-tight monopoly and leave all other 
types of insurance open to competition. If the companies, having sold their 
ordinary life, their fire, accident and marine, and their overseas business to 
the Government, decide that it is worth while to remain in insurance, to make 
a fresh start and to woo their old policy-holders back to them—if need be, 
reducing their rates to make them more attractive than the Government’s— 
then, theoretically, there will be nothing to prevent them from doing so. 
The field will remain open and they will be barred from nothing except their 
industrial connection. 

Anyone reading the Party pamphlet without looking at the companies’ 
figures might imagine that the general and overseas business of the Prudential 
and the Pearl are trivial and negligible in comparison with the industrial 
branch ; and indeed the word Prudential is so intimately connected in the 
public mind with the agent who goes from house to house and from street to 
street, that ninety-nine people in a hundred do probably hold that opinion. 
In fact, an examination of the premium incomes of the various sections given 
in the reports of the two companies shows that the industrial branches produce 
premiums of a little over {50 millions a year and the other branches premiums 
of a little under {50 millions. The following table shows their combined 
figures, department by department, leaving out of account the American 
subsidiary of the Prudential : 


Department Premium Income 
£ 
Industrial Life 2,088,019 
Ordinary Life ng wis a ea : he 35,722,587 
Fire 6,500,761 
Accident and Miscellaneous 2,213,800 
Motors ich od ie re i i ; 1,789,362 
Sinking Fund .. $e eo re rh ae na 109,676 
Marine. mF ; , i 2 312,257 


The significance of these figures is one. “This is not just a question of 
buying an industrial business with a few unimportant trimmings attached to 
it. It is the purchase of a vast composite undertaking made up (so far as 
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premium income goes) of about 53 per cent. industrial life and 47 per cent. 
other business. That means that if the scheme goes through, if the purchase 
is made, the British Government and the British taxpayer will be running a 
business of which 53 per cent. will be protected by monopolistic legislation 
and 47 per cent. will be subject to active fierce competition at home and 
abroad from the rest of the insurance market. 

At this point one may interpolate a question. When an insurance concern 
is sold and bought, what is it that changes hands? The answer is: (a) the 
visible tangible assets and (b) the goodwill. 

To attempt an assessment of the relative values of these two items would 
be futile—as futile as assessing the value of one blade of a pair of scissors 
against the other. But no one who has ever had anything to do with running 
an insurance business will question the enormous importance of the second 
item—that strange imponderable, incalculable, strong, fragile, enduring, 
evanescent thing that we call goodwill. In most businesses it is a valuable 
asset, but there are very few trades in which it is so important as it is in 
insurance, for the insurance man—underwriter, manager, agent, inspector or 
broker—has nothing to offer his customer except a promise to pay if a particular 
thing should happen, and wherever he goes there are dozens of other men 
ready and eager to give the same promise. Usually he or his company is a 
party to a tariff and cannot meet his rival’s attack by reducing rates or by 
the offer of more favourable clauses in the policy. The scrap of paper that he 
tenders in exchange for the premium is in itself neither more attractive nor 
of better quality than other people’s scraps ; and if he is to survive in the 
battle he must work his customers into the state of mind and keep them in the 
state of mind in which they would rather give their insurance to him than to 
anybody else. 

Rightly tended, this goodwill may have an astonishingly long life ; but it 
is no less extraordinary that the plant can so easily be killed. A tactless word 
spoken out of turn, the momentary appearance of carelessness, the expression 
of an unpopular political opinion or the wrong kind of anecdote told to the 
wrong man—any of these gaffs can knock a goodwill stone dead in less than 
a minute. One insurance company came within an ace of losing an old and 
valuable account because one of its directors, who lived in the country, let his 
cows stray on to the course of a golf club of which a customer of the company 
was a playing member. But the surest and quickest way of killing goodwill 
is for the company to get a reputation for being difficult about claims, to be 
reported as straining the language of its policy against its policy-holder, and 
trying not to settle generously but to evade liability. Whether the reputation 
is deserved or not will be immaterial, for an unmerited bad name is just as 
damaging as one that has been fairly earned ; and in this world of competition 
there will never be lacking rivals to see that a canard is kept in circulation. 

Now let us apply this truism to a British insurance company which, after 
years of toil and struggle, has built up a goodwill at home and abroad and 
becomes suddenly the property of the British Government. What is likely to 
happen to its goodwill, particularly in overseas markets from which a sub- 
stantial part of its premium income is drawn, and what will happen to the 
goodwill of other British insurance companies who, rightly or wrongly, will all 
be represented abroad as liable to nationalization in the near future ? 
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” 


‘Labour Believes in Britain 
but dismisses it in a sentence : 


implicitly recognizes this foreign danger 


‘Industrial Assurance Companies conduct only a small proportion of 
overseas insurance.” 

The total of non-industrial premiums received by the Prudential and the 
Pearl is about £46 millions a year. Of this, only £653,000, the income of the 
Prudential’s subsidiary in the United States, can be definitely allocated to a 
foreign source. But both companies have active agencies abroad, and the 
premium brought in by them is not separately sheet in the accounts. It 
may be that the percentage of this foreign business in their total of £46 millions 
is less than that of other composite British o ffices ; even so, it must be sub- 
stantial ; and at a moment like this, when every £100,000 of exports is worth 
fighting for, it seems strange that the Government should airily shrug away 
the value of any export and especially of an export of which it has not ascer- 
tained the value. 

Let us assume, anyhow, that this export is worth keeping and remember 
that its maintenance depends on goodwill, which must, as soon as the company 
is nationalized, be phn by all rival canvassers, agents and brokers in the 
foreign field. What story will they tell ? It would seem to be a safe guess that 
they will not allow the old policy-holders of the Prudential and the Pearl to 
remain unadvised of the revolution that has taken place, and that few if any 
policy-holders in the United States, Canada, India or any other territory in 
which the companies are represented, will remain in ignorance of the change 
of proprietorship. It is an equally safe guess that most of the policy-holders 
will be good soil for the seed of rival AP Ia They will, wherever the 
capitalistic system is in force (and the Government’s company will not be 
allowed to do business anywhere else), be prejudiced against an alien Govern- 
ment trading in their country to the detriment of their own nationals and (as 
they will believe) against the principles of private enterprise. Few of them 
will have -”" difficulty in getting cover elsewhere on terms not less favourable 
to themselves, and they will fall very easily for the argument “ why should 
you give your insurance business to this alien Government which is living on 
American charity and but for dollar hand-outs would be in bankruptcy ’ 
That may be bias and prejudice ; but goodwill is undermined quite as ea-ily 
by prejudice as by reason. 

And the rival canvasser need not confine himself to bias and prejudice. He 
will have some solid, undeniable facts to support his case. He will be able 
to say, and to say truthfully, that the traditional policy of the British Govern- 
ment in dealing with contracts is the exact opposite of what the attitude of 
an insurance company or underwriter ought to be. The British Government, 
he will say, whatever party is in power, takes advantage of any technical 
argument, every legal subtlety, to avoid paying its debts. He will say, with 
unchallengeable accuracy, that the British Government, rather than pay for 
the total loss of a steamer for which it was admittedly liable, has pleaded 
unsuccessfully the statute of limitations in circumstances that would cover 
an ordinary insurance company with infamy and drive it out of business. The 
Government has actually done it. The case is on record and not likely to be 
forgotten or overlooked. 

Outside the field of insurance he will quote the recent case of the Sebel 
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Products Company v. Customs and Excise, in which the Government, rather 
than make an honourable payment of a just debt, forced a private firm to 
fight two separate actions before it could get its money. The firm had disputed 
its liability for purchase tax on certain goods, but pending the result of its 
action made a payment on the understanding that the tax would be returned 
if its view of the law was upheld by the court. The view was upheld but the 
Government refused to refund the money on a technical unsound legal plea. 
Before the small amount at stake could be recovered the firm had to bring a 
second action and, although it succeeded, it probably spent in unrecovered 
costs more than the amount it has managed, with such difficulty, to extract 
from the Crown. [he lesson to be drawn both from the Clan Maclachlan case 
and tiie Sebel Products is that the British Government, in the interpretation 
of contracts, has standards of its own. 

This is the kind of argument that the new Insurance Corporation will have 
to answer in its atrnggle to maintain the goodwill of the companies it proposes 
to take over. The obvious reply of the ( orporation’s agents and canvassers 
would be to say that the Corporation, though Government owned and Govern- 
ment controlled, will not conform to Government standards. In other depart- 
ments—in the Board of Trade, in the Customs and Excise—the Government 
may continue to be grasping, litigious and unscrupulous ; but as the owner of 
an insurance company it will be the soul of generosity. With some customers 
that argument may be convincing ; but there is sure ly a great danger that the 
more cautious business man will prefer not to run the risk. Starting with a 
bias against nationalized industries and confronted with well-authenticated 
instances of Government sharp _apenen in the handling of contracts, will he 
not be inclined to answer in this way: “It may be as you say that your 
Government is schizophrenic—Jekyll in insurance contracts and Hyde in all 
the others—but | can get the same cover on the same terms from other com- 
panies, who will, I know, treat me generously when I have a claim, and | 
prefer to act on that certainty and shift my business over to them ” ? 

It may be said that all this talk about goodwill is hypothetical—a bogy 
conjured up in the minds of reactionary capitalists to frighten progressive 
men from their appointed task. But it is not hypothetical. On the contrary, 
in so -_ as the danger to goodwill can be proved, it is already proved. In 
the early days of this Governme nt, Sir Stafford Cripps announced in the House 
of Commons that the Government did not propose to nationalize insurance— 
an understanding that quite reasonably m ay be regarded as binding only till 
the next General Election. But why did he make that statement ? He did 
not make it out of the blue, an abstract declaration spoken casually across 
the floor of the House. He made it because foreign agents were writing and 
cabling to their correspondents in London warning them that if the Labour 
Party laid its hands on the insurance industry they would no longer be able 
to get insurance business for Britain. Sir Stafford saw, as he could not fail 
to see, that the goodwill of British insurers was in jeopardy, and quite rightly 
he was frightened by the prospect of the loss of exports which would follow 
the loss of goodwill. And has anything happened since 1946 to make that loss 
look less formidable to-day ? lf Sir Stafford was concerned three years ago, 
should he be less concerned now? In our present plight is he really willing to 
run any unnecessary risk with the goodwill of the most consistent and the least 
expensive of Britain’s invisible exports ? 
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It is perhaps difficult for an intellectual, whose working life has been 
divided between the lecture room and the House of Commons, to appreciate 
the value placed on goodwill by men whose life has been spent in the insurance 
market. He may find it difficult to believe that the goodwill talk is anything 
more than special pleading. But if he will assume for a moment that the good- 
will of an insurance company or an insurance broker is of the quality de scribed 
in this article, supremely valuable, persistent if properly watched and guarded, 
but easily destroyed if one foot is put wrong; if he will assume that the 
nationalization of two of the greatest of British Offices may unleash a campaign 
at home and abroad not only against those companies that are nationalized 
but against the rest of our insurance interests as the assault reacts on them ; 
then he may put to himself this simple problem: On the one hand we hope 
by re-organizing industrial life business to reduce in ten years or so the cost 
of working-class life insurance. On the other hand, we may damage the 
goodwill of British insurance and make it more difficult than ever for British 
Offices to maintain and extend their overseas connections, more tempting 
than ever for foreign Governments to intensify their nationalistic protective 
policies against intruding insurers. And if this happens Britain’s balance of 
payments will inevitably move further into the red. In this dilemma where 
does the path of common sense lie ? 


Lite Assurance and Savings 
By Leo T. Little 


BOUT two and a half per cent. of the total of personal incomes in this 
A country is paid to life assurance offices in the form of premiums. Of 

the sixpence in every pound of income regularly paid on life assurance 
policies, about threepence halfpenny goes to the ordinary life offices and 
about twopence halfpenny to the industrial life offices. 

Some five and a half per cent. of the total of rents, dividends and interest 
received in the country is collected by the ordinary and industrial offices on the 
funds they hold on behalf of their policy-holders. To the sixpence in every 
pound of incomes paid to the offices as premiums, another twopence is added 
as interest on the funds. 

These figures give a rough indication of the importance of life assurance in 
the British economy. An even more significant index, however, is provided 
by the annual increase in the funds of the life offices. This increase is the 
difference between the income of the offices (mainly derived from premiums 
and interest) on the one hand, and their expenditure (largely made up of claims 
and expenses) on the other hand. It is clearly a net addition to the total of 
the country’s savings. It accounts, on the average of the last three years, for 
seven and three-quarters per cent. of those savings computed on a gross basis 
(that is, including sums set aside by business and public authorities to provide 
for depreciation). The percentage is almost twice as high if savings are 
computed net of these depreciation allowances. The figures are set out in the 
following table, those for 1938 being given for purposes of comparison. The 
total savings figures are taken from the National Income White Paper. The 
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increases in the life funds in 1938 and 1946 are from the Board of Trade sum- 
maries given in the Annual Abstract of Statistics. Those in 1947 and 1948 are 
estimated by the writer. 


INCREASE IN LIFE OFFICE ToTaL SAVINGS* 
FUNDS 

Ordinary Industrial Potal Grosst Net? Col. 3 as Col. 3 as 

I (2) (3) (4 (5) % Ob % Of 

mns /mns fmns émns fmns. Col. 4 Col. 5 

1938 35 22 60 700 250 8.6 24.0 
1940 69 $2 [il 905 205 I2.3 54.1 
1947 74 35 109 1,410 660 7-7 10.5 

1945 93 35 128 2,232 1,407 5.7 9. 
Total of 1946-48 230 112 345 +,547 2,292 ie 15.3 

* From all sources, including budget surplus and additions to private tax reserves 


+ Gross of depreciation allowances of business and public authorities. 

}; Net of depreciation allowances. 
It will be seen that the annual expansion in the life funds has grown progres- 
sively over the period and by £19 millions or rather more than 17 per cent. in 
1948. Even during the war the annual addition to the funds increased at an 
average rate of about six and a half per cent. annually. 

Nor does the value of life assurance as a savings institution stop there. 
A fair part of the claims paid in the ordinary branch is undoubtedly saved by 
the sh sw nts, although the claims payments in the industrial branch are 
probably largely spent shortly after being received. In 1948, the total of 
ordinary life claims was in the region of £85 millions : a conservative allowance 
for savings out of this amount would cing the total of savings ascribable 
directly and indirectly to life assurance last year up to perhaps £175 millions. 

To a considerable degree life assurance savings are automatic. The 
premiums are payable under a contract which it is obviously disadvantageous 
to allow to lapse. In the industrial branch there is the additional persuasion 
of the regular house-to-house visits of the agent. The interest on the funds, 
mainly if not entirely re-invested by the office, is “‘ ploughed back ”’ in addition 
to those funds. For these several reasons, over a period a large annual con- 
tribution to total savings is to be expected from the life offices almost regardless 
of any action they may or may not take ; it might almost be thought that 
the offices could not influence the volume of savings made by the public through 
their intermediation. But the operative phrase is ‘“‘ over a period’’. In the 
absence of energetic selling of life assurance by the offices it would not be 
many years before the annual expansion in the funds ceased to grow and then 
became progressively smaller year by year. After a period which, as life 
assurance contracts go, must be reckoned comparatively short, the total of 
expenses and claims—the latter then enhanced by the heavy assurances 
written in the past few years—would outweigh the total of premiums and 
interest, so that the life funds would decline. The offices would then be agencies 
for dis-saving, not saving. 

It is mainly for this reason that the new business figures of the offices are 
of more than actuarial interest and take on a national importance. The 
figures for last year were surveyed in THE BANKER last March (pages 219 to 
221), and there is no need to cover the same ground now. An examination 
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in a somewhat broader context of the trend is, however, worth while. The 
evidence of last year’s figures—which showed some decline in the second half 
of the year from the record new business totals reached in 1947—and the 
current experience of the offices suggest that it would not be wise to expect 
the 1947 totals to be surpassed in the near future. They will undoubtedly 
remain high, but probably not high enough to produce annually as great a 
growth in the annual expansion of the funds as was forthcoming in 1948. 
In other words, while the £128 millions shown in the third column of the 
above table will almost certainly be exceeded in 1949 and subsequent years, 
it is unlikely, on present indications, to be exceeded by as much as the {19 
millions by which the figure for 1948 exceeded that for 1947. 

Two other influences upon the size of the annual movement in the funds 
should also be considered. The first is the trend of claim payments. Recent 
years have shown phenomenal margins, on the right side, in claims by death 
as compared with those to be expected on the strength of the mortality tables 
used in premium and surplus calculations. The big increases in the funds have 
been partly due to these shortfalls in death claims. It can hardly be imagined 
that the gains will grow more important in coming years, though they may 
well continue to accrue at something like the previous rate. Endowment 
claims, however, are now on the up-grade ; perusal of the revenue accounts of 
the offices for the year 1948 shows that, in many offices, policies falling-in reached 
a substantially larger aggregate than in 1947. For several years this trend 
also may be expected to continue. Both death claims and maturity claims, 
then, are unlikely to assist life assurance in contributing a larger amount to 
the country’s savings than it did in 1948. 

The second influence is the trend of interest earnings of the offices. A small 
increase in the net rate earned by most offices in 1947, and a similar increase 
in the average rate of all offices, had held out hopes that the long-continued 
downward trend had come to an end. The net earned rate did, in fact, 
increase slightly in 1948 compared with 1947. The (weighted) average of the 
rates earned by 42 large offices have been as follows during the past three 
years : 








NET EARNED INTEREST (PER CENT.) —WEIGHTED 
AVERAGE OF 42 OFFICES 
1946 1947 1948 
< Be £ s. 4d. LS. @. 
3 6 §& x @ 2 3 Q9II 
But the net rates are subject to the vagaries of income-tax assessments. In 
1948, in particular, the large initial expenses incurred on the very high total 
of new assurances caused tax to be rather lower, since the offices are assessed, 
so far as their life business is concerned, on their investment interest less 
expenses. Perhaps, therefore, the rate before tax is a better guide. This is 
set out in the table on page 124, although here the number of offices is fewer 
because some offices do not show their gross interest in their accounts. These 
figures clearly reflect the deterioration in the investment markets last year. 
Without the fortuitous assistance of the fall in tax payments, the net rate 
would probably have been even lower than it was in 1947. 
The net rates earned by some representative offices over the three-year 
period are of interest. They show some divergences among the offices— 
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partly to be explained by technical factors affecting the computation and not 
reflecting real differences in the respective experience of the offices—but the 
general trend is the same as that of the average figures already given. 


EARNED INTEREST BEFORE TAX (PER CENT.)—WEIGHTED 
AVERAGE OF 32 OFFICES 


1940 1947 1945 
/ Ss d / s. @. 4 5S. d. 


45 0 449 4 3 2 


There was one dominant reason for the relatively unremunerative return 
on the offices’ investments last year. It was their enforced withdrawal from 
the preference and ordinary share markets into which they had moved bodily 
in 1946 and 1947, as well as from the industrial debenture market which they 
had entered earlier. The various nationalization schemes converted a large 
block of these types of securities—more particularly held by life offices—into 


NET EARNED INTEREST (PER CENT.)—REPRESENTATIVE OFFICES 


1946 1947 1945 

a ae * ££ as. d. ‘ & @i 
Atlas s+ 2 @ 3 9 2 3 9 3 
Commercial Union 3 210 . £2 4 > 3 2 
Co-operative* 3 2% 3; § II 3 § 10 
Eagle Star 3 13 II 3 16 II 337 «© 
Equitable. . 3 12 10 3 2% 9 % 3g 9 
Equity and Law 3 312 6 314 9 
Legal and General 310 8 3 a2 2 3 2 7 
National Mutual 3 2 9 3 2 5 2 2 ¢6 
Norwich Union 312 5 3 14 10 3 14 10 
Pearl* 3 7 3 3 10 5 3 10 3 
Phoenix 2 18 Io a 304 
Prudential* 3 9 O 3 10 6 3 9 4 
Royal s @ ¥ : “4 6 3 23 
Scottish Provident 2 4 $$ = 9 21 3 8 S&S 
Scottish Widows 3 10 10 316 3 eo ae 
Sun Life 3 4 3 2 £ 50 343 
Yorkshire 2 & 3 3 14 6 3 85 -@ 


* Rates for ordinary branch only. 


British Government guaranteed securities. In 1948, thirt ;-two of the largest 
offices showed an increase of {70.6 millions in their total assets : their holdings 
of British Government guarante ed securities grew by £83.6 millions or by 18 
per cent. more than the increase in their total assets. In 1947, the assets of 
the same offices had increased by £74.8 millions, but of this amount no less than 
£47.6 millions went into preference and ordinary shares. Nationalization in 
1948 not only prevented the movements of 1946 and 1947 from being repeated, 
but caused a net conversion of the offices’ investments from comparatively 
high-yielding assets to low-yielding nationalization stocks. 

Apart from the more domestic lessons for the offices themselves , all this 
goes to suggest that the contribution which life assurance can make to the 
total of savings is hardly likely to continue its annual expansion of recent 
times. This would seem to be so, failing a very great popularization of 
the assurance idea, such as might be achieved, for example, if ordinary life 
assurance went much further even than it has so far gone in replacing 
industrial assurance among wage-earners. The annual contribution will, 
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however, certainly remain absolutely large for a very considerable time. 
Life assurance is an indispensable part of the savings machine ; and—unless 
a fundamental change were to occur in assurance habits—it will continue to 


| canalize a proportion of total savings sufficiently large to keep it in the fore- 


front of Britain’s financial institutions, apart entirely from its primary function 


| of providing family protection. 


Bigger Profits from Fire and Accident 
Insurance 


By An Insurance Correspondent 


HE published accounts of B itish insurance offices last year revealed a 
T sarther expansion in the ne. premium income derived from their Fire 

and Accident business, both at home and overseas. The 1948 figures are 
not, however, fully comparable and so give a somewhat distorted picture of 
the expansion. The new Companies Act has now made obligatory the practice 
of including the results of subsidiaries with the parent companies’ figures, 
and the majority of the larger groups of Offices have been affected to some 
extent by this change. This important alteration in the method of presenting 
the accounts gave rise to many difficulties, not the least of which arose from 
the fact that the final figures of foreign and reinsurance subsidiaries may, 
for many reasons, be incomplete when the books of the parent organization 
are closed. The Board of Trade, however, showed a sympathetic understanding 
of such problems, and it has been agreed that, where necessary, the figures 
included for subordinate concerns may be up to twelve months in arrear. 
Essential preliminary adjustments to conform with these regulations have 
made comparison between the 1948 figures and those of previous years some- 
what misleading in most cases. But the more uniform basis now adopted by 
all companies will enhance the value of future analyses. 

Even after allowance has been made for this change, it is still apparent 
from the published figures that 1948 witnessed a further advance in the volume 
of fire and accident business dealt with through the British ‘‘ company ” 
market. Equally obviously, the expansion was less marked than in the 
immediate post-war years. The inflationary impulse is weakening everywhere, 
especially in North America, while in other areas, notably the Far East, the 
obstacles to recovery still prevent the development of what, in pre-war years, 
were very profitable fields. In Eastern Asia, the Indian continent (including 
Ceylon), Malaya, Hong Kong and the Philippine Islands are the only areas 
which are providing any significant volume of business for the companies at 
present. Indonesia, it is true, has recently seen a return to direct representa- 
tion, following the liquidation of the post-war Pool operations in July last 
year. This was an encouraging step; but it is a small encouragement when 
set beside the situation in China, the tension in Burma, and the terrorist 
threat in Malaya. Fortunately, growing activity in the Commonwealth and 
in Africa has largely made up for the ground lost in the East, as well as for 

















126 THE BANKER 





the direct business which has not yet returned to the market from ex-enemy 
countries, and has been lost in the satellite states of Eastern Europe. In 
future, increasing reliance is likely to be placed on the Dominions and Colonies, 
always among the most consistent profit-producers. 

In the Fire branch, net premium income of eighteen of the leading groups 
of British Offices amounted to some {105 millions last year. In the Accident 
Branch the income of these companies totalled some {122 millions. No less 
than 45 per cent. of the aggregate was derived from business in the United 
States, the ratio being slightly higher for Fire than for Accident. Indeed, the 
value of the Fire, Accident and Marine business written annually by British 
Offices in the United States has been estimated at {200 millions. In addition, 
there is the substantial business written in Canada. It has recently been 
estimated that between 70 and 75 per cent. of the total premium income from 
all business, excluding Life, is derived from overseas sources and yields a 
profit of some £33 millions annually. This represents a very important con- 
tribution to the invisible exports of Great Britain, especially as a significant 
proportion of it accrues in hard currency. Moreover, these invisible exports, 
like those achieved by banking and other services, involve no corresponding 
import of raw materials and impose hardly any additional strain upon Britain’s 
available productive resources. 

Everyone in the insurance business is conscious that overseas earnings 
depend mainly upon the personal relationships and the reputation which the 
British market has so carefully built up during the past century and a half. 
These intangible assets, together with the freedom to expand and develop 
according to changing industrial needs, are essential to the maintenance of 
Overseas connections. Any suspicion, however slight, that a change in the 
existing structure was seriously contemplated could do immeasurable harm 
to the insurance business transacted from this country. An actual change 
would open the way for competitors who would quickly avail themselves of 
the opportunity offered. Hitherto, the Government, recognizing the inter- 
national character of insurance, has given valuable assistance in combating 
the increasingly onerous legislation which British insurers have had to contend 
with in many areas overseas. A free British market, and the confidence it 
has always inspired, when fully supported by the authorities at home, are the 
surest shields against threats of this nature. British insurers, reassured by 
the promises of responsible ministers, and later by the Prime Minister him- 
self, that there would be no interference with the conduct of insurance as 
a private enterprise, are now perturbed at the threat of nationalization. They 
have lost no time in emphasizing the damage any such step would cause to 
the national economy, and especially to the balance of payments. 

The growing signs of a general levelling of the curve of prices and property 
values, apparent in many areas, are not unwelcome. Return to a more normal 
rate of business expansion will bring with it keener competition, but this 
is a healthy sign and must eventually benefit insured and insurer alike. The 
period of rapidly expanding premium income through which the Industry 
has just passed was not without its problems. Under such conditions, under- 
writing funds, on which to some extent acceptance limits must be based, do 
not advance at the same rate as liabilities accepted. In the interests of stability, 
therefore, increasing recourse has to be made to reinsurance ; hence the gain 
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in net income from directly underwritten business is less than proportionate. 
This problem has been most severe in the United States, where the phenomenal 
increase in property values seemed at one time likely to exceed the capacity 
of the market there, extensive though it is. True, the difficulty was exaggerated 
by the need to keep strictly within the gov ernment-ordained ratio of funds to 
income, and was further complicated by the low ratio of underwriting profit 
permitted, which, by comparison with abnormal industrial earnings, notably 
failed to attract the new capital needed to finance the enormous demands 
made for cover. British insurers, in their world-wide operations, have long 
maintained a safe margin between assets and potential liabilities. Greater 
elasticity and the wider field of operations have made their capacity problem 
less obtrusive than it was in the United States—without any impairment of the 
stability which has always been a primary consideration. 

The phase of stabilization of values after periods of rapid inflation usually 
brings an increase in the number of claims of doubtful origin, owing mainly 
to the accumulation of high-priced stocks. On the other hand, as prices 
decline and stocks are replaced at lower cost, a general improvement gradually 
becomes apparent in the ratio of insurance to value. Moreover, the companies’ 
capacity and the needs of industry tend to march in step, and insurers benefit 
by the increase in the ratio of directly underwritten premiums to reinsurance, 
which allows them a greater measure of underwriting control. 

In the Fire Branch last year the claims experience was generally lighter, 
and the average claims ratio for the eighteen groups declined from 49.4 per 
cent. to 45.2 per cent. At home, fire wastage dropped slightly, by some 
£300,000 to £18.6 millions, but in the United States the toll of damage rose 
from $693 millions to the phenomenal total of over $711 millions. Profits on 
purely fire business were poor in America, despite the increase in earned 
income. Automobile business, which except for the third-party liability is 
written by fire and marine offices in the United States, proved profitable under 
the influence of increased rates and greater production, and was mainly respon- 
sible for the favourable balances with which most companies finished the year. 
In 1948 there were fortunately no disasters of the magnitude of the 1947 Maine 
Forest and Texas City fires, nor were the windstorms which perennially 
devastate large tracts of the country of the same severity as in 1947. It is 
true that the floods in the North-West fourteen months ago did damage to 
the extent of nearly £25 millions, but little flood insurance was held and the 
companies’ loss was mainly under automobile policies. A windstorm in July, 
1948, cost {1 million and the same amount was lost in a further series of 
hurricanes in September and October. In other parts of the world, riots and 
disturbances, notably in Malaya, Accra, Egypt and Colombia, involved insurers 
in heavy claims, and once more emphasized the catastrophe nature of the peril 
insured. Windstorms in Australia, Bermuda, South Africa and Cuba added 
some £3 millions to the total, and the conflagration in Castries, St. Lucia, was 
finally assessed at some £2 millions. Losses of this magnitude, even without 
the innumerable individual claims, in themselves substantial, may seem 
calamitous, but the spread of risks achieved under an international market 
mitigates the effect on individual insurers, who, in any case, anticipate and 
make reserve provision for such contingencies. Prospects for the current 
year are encouraging, especially in America, where the aggregate claims for the 
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first five months are down by over Io per cent. ; but the hurricane season may 
yet bring some unpleasant surprises. 

In the Accident Departments of the eighteen groups the claims ratio for 
business in all areas rose slightly last year, from 54.6 to 54.9 per cent., despite 
more favourable experience in the United States. There an aggregate profit 
of more than eight points was earned, and at that level 1948 ranks as one of 
the most profitable years for casualty insurance in American history. All 
classes, including automobile liability, workmen’s compensation and fidelity 
and surety, showed increased premium incomes and good underwriting results, 
Judged on the combined fire and accident accounts, the underwriting profit 
of the eighteen British groups for 1948 was highly satisfactory. It amounted 
to 5.7 per cent., compared with 1.0 per cent. for the previous year. 

Discussion of the possibility of devaluation of sterling has led many insurance 
men to reflect upon the effect on insurance of Britain’s departure from the 
gold standard in 1931. But, in fact, experience then has little relevance to 
the situation which might arise now, since the problems created for the insurance 
business in 1931-32 sprang especially from the violent fluctuations of exchange 
rates, and not primarily from the depreciation as such. Then, as now, a con- 
siderable proportion of the commitments assumed in the British market was 
backed by sterling funds. The fluctuating exchange values therefore made a 
continuous check on liabilities, both actual and contingent, a real necessity 
until relative stability of rates was achieved. Reserves for claims reported on 
overseas business had to be constantly adjusted. Underwriting limits were 
similarly affected, since it is on the general level of these that anticipated 
future liabilities are assessed. A great deal of hard work and careful thought 
was needed to ensure that exchange losses did not become excessive, and that 
the volume of net income was not unduly depressed in the effort to maintain 
acceptable standards of security. Evidently, a repetition of such conditions 
as these is improbable, given the extensive mechanism of exchange control. 
In any case, the practice of the companies in maintaining substantial free 
reserves should enable them to face without undue concern any adjustment of 
their overseas commitments, measured in terms of sterling, which would 
automatically follow a revaluation of the pound. 
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One Wall St., New York 123 Old Broad St., London, B.C.2 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 
The Bank, through its Banking rtment, offers complete ing service for F Exchange 
Transactions, provides special tae for | elms = oe = ae w y humerous 
Branches in Iran deals with every description of banking business. Especial services for ali kinds 

of information regarding import, export and trade regulations in force in Iran. 


ADMINISTERS NATIONAL SAVINGS 
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The Evolution of Trustee Business 
By D. R. Marsh 


UST over a century ago the sequence of events began that now shows in 

the familiar legend on bank windows: EXECUTOR AND T! tUSTEE 

BUSINESS. Banks obtain probate of thousands of customers’ wills every 
year and administer trusts of all kinds, whether created by will or deed. It 
seems natural enough nowadays for a corporate body such as a banking com- 
pany to undertake such responsibilities. But the characteristics of a trust 
and of a corporate body are in theory so incompatible that only through the 
strongest economic forces could they have become reconciled. 

A trustee has the legal ownership of the property, which he administers for 
the benefit of the beneficiaries, and the beneficiaries, while having the right to 
beneficial ownership, can claim it only through the person a the trustee. 
Customarily, he would be a close friend of the maker of the trust and the 
beneficiaries, ‘“‘ one with whom we can communicate freely and confidentially ” 
—for originally the device of a trust was to hide the true ownership of the 
property from claims for debts and feudal dues. Only the good faith or 
conscience of the trustee ensured that the trust-maker’s wishes would be 
carried out. So a trustee’s obligation is personal, binding on his conscience. 
He must never profit from his trust, acting therein “ for love ’’ unless there is 
clear direction in the trust instrument that he may be paid. If he errs in his 
judgments, however innocently, he may have to bear himself the burden of 
those errors, though they ruin him financially. 

Such responsibilities as these, it would seem, do not sit naturally on the 

shoulders of a corporation—an artificial person created by the law and therefore 

devoid of human attributes and equally * unamenable to the penalties of 
imprisonment. The corporations formed under the Companies Acts—most of 
the modern banks are, of course, thus incorporated—were formed primarily 
to make profits for shareholder-members who are not identified with the 
attifcial leg gal person, which is quite distinct from them. They have no moral 
obligation to the corporation and their financial obligation is limited to the 
amount of its capital for which each has subscribed. But despite the apparent 
unsuitability of these ‘‘ impersonal ”’ bodies for obligations which are intensely 
personal, the law had been compelled to admit corporations as non- profit- 
making trustees, for ecclesiastical and educational purposes, for centuries before 
the eighteen-forties when the first attempts were made to set up trustee com- 
panies acting “‘ on commission ’’—that is, for profit. 

By the eighteen-forties, the administration of a trust had already become 
a burdensome task for the private individual. Yet it must have appeared 
most unpromising as a source of commercial profit at the time when, in 1842, 
the directors of the South Sea Company considered the formation of ‘“ The 
Trust Company ”’ and three years later sought inc orporation by Royal Charter. 
This was recorded as having been granted, but owing to a misunderstanding 
the Great Seal was never affixed, and the project lapsed. Attempts to form 
similar companies were made in 1846, 1853 and 1862 by different groups of 
promoters, but nothing effective resulted. Strong opposition was evoked and 
was successfully pressed home on the argument of incompatibility already 
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mentioned. But the need for paid professionals was, in the words of a writer 
of 1854, strongly felt by the perplexed persons looking for trustees at once 
honest, discreet and firm. An eminent judge declared that any man who would 
accept a trusteeship a second time was fit only for a lunatic asylum. 

It was not until 1872 that the first effective company was formed—the 
National Safe Deposit Company, which still exists ; it started with a capital 
of £500,000. But its trustee and executor functions, which were among its 
secondary but quite definite objects, were not actually exercised until 1888. 
By then there were two similar companies, and by the following year two more, 
with authorized capitals of from one to three millions each. Attempts were 
then made to ease the legal handicaps for corporate trustees by a scheme for 
granting a general authority to a company for payment for trustee services if 
it had a minimum paid-up capital and deposited security with the High Court. 
Lord Hobhouse, whose experience had convinced him of the success of colonial 
companies, some of which dated back to 1838, accordingly introduced a Trust 
Companies Bill. The Lords approved it, but the Commons let it drop. The 
companies went on without it, but made little headway. Up to 1895 one had 
accepted twenty-one small trusts and had not proved a single will ; another 
had proved eleven wills and accepted thirty-five trusts. 

Two of the companies were either insurers or were closely allied to insurance 
interests. The pioneer company came in due course under the control of the 
Yorkshire Insurance Company. But bankers were to be found on the boards 
of some of these concerns. It had been suggested, too, that both insurance 
societies and banking companies would be preferable as trustees to the specialist 
trustee corporation projects of 1853-54. In the company formations’ boom of 
the ‘sixties, big insurance companies had absorbed many small specialized 
concerns. Similarly, many banking companies had been formed to do all 
types of banking business ; as Bage hot noted in 1873, they had already begun 
such services as “‘ collecting people’ s incomes for them ” by coupons detached 
from bearer bonds. From 1865 to 1885 amalgamations of banks of one type 
or another averaged five a year and twelve private banks were “lost” in 
companies in 1891. 

By the turn of the century the newly-formed trustee companies could not 
command the prestige of these familiar undertakings with their numerous 
and growing branch offices and agents. The big insurance companies had 
already been persuaded to act as corporate trustees and executors to provide 
skilled professional service as an alternative to the “ ignorant amateur”; and 
the banks followed in and after 1904. 

Meanwhile, efforts were being made to set up another type of corporate 
trustee, a Public Trustee, an official ‘‘ corporation-sole ’’. A much-publicized 
increase in prosecutions of defaulting private trustees finally brought these 
efforts to fruition in the Public Trustee Act of 1906. This gave to a Government 
official, the Public Trustee, a general exemption from the rule which forbade 
remuneration of trustees—provided, however, that his charges only just 
covered expenses and thus left no profit. He had the security of the State 
behind him to encourage those who cared to use his services. Naturally, none 
of the companies could offer such unimpeachable strength—and perhaps the 
ghosts of fraudulent joint-stock banks still haunted the public mind. 

Especially in view of this advantage, it is instructive to compare, as is done 
in Table I, the early progress of the Public Trustee with that of one of the 
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banking companies ; this company had, by 1947, increased its total of accepted 
cases to over one-half of the Public Trustee’s 43,000, and was taking new cases 
at three times his rate. 


TaBLE I 
ACCEPTED TRUST CASES 
BANKING COMPANY PusBLic TRUSTEE 
Number of Number of 
Years to Dec. 31: cases Years to Mar. 31 : cases 
IgII i aie 3 IQII-I2 .. ‘ie 1,050 
1912 ar eo 8 1912-13... a 1,364 
1913 evs ata 7 1913-14... 7 1,573 
1914 es ‘ II IQI4-I5 .. a 1,543 
I9I5 sa wa 12 IgI5-16_ .. os 1,595 
1916 a ae 22 I9I6-17 .. ef: 1,811 
Total to 1933 (approx.) 4,000 Total to 1934 .. .. 30,188 


Until 1930 at least, the Public Trustee was still increasing his lead over all 
the companies put together. He had privileges denied to the companies ; 
they, under the rule of gratuitous service, were prevented, unless special 
arrangements could be made, from accepting trusts which did not specifically 
authorize them to charge. And only a corporation-sole, like the Public 
Trustee, could take the oath for executors. The banks could not obtain 
probates in the company-name but had to procure a grant of administration 
to one of their managers instead, acting as syndic. Other legal disadvantages, 
stemming from the incompatibilities already indicated, did not burden the 
Public Trustee. In rgr0 Coutts and Co. were active in a campaign to put the 
banks and other companies on this level, and in May, 1911, Lord Avebury 
sponsored a Bill in the House of Lords. It was favourably received, but 
amendments put forward by the Lord Chancellor nullified the provision for a 
general power to charge fees ; in any case, the Bill received only a first reading 
in the Commons. 

In the following year a fresh start was made and the Bill in its original 
form was brought in by Sir William Bull and other “ City ’’ Members of the 
Commons. But three years of patience was not rewarded by a second reading. 
And a letter sent in June, 1914, to the Lord Chancellor by the chairmen of all 
the banks and insurance companies had no chance to make an impression 
before the August armageddon. 

Early in 1918, however, fifteen companies sought Government support for 
another Bill, and although the general authority to charge fees was denied, 
the cumbersome syndic system was abolished by a clause in the Administration 
of Justice Act of 1920. Again, in 1922, companies that complied with certain 
rules were, with the Public Trustee, accorded the status of Trust Corporation, 
with ability to act as sole trustee in cases in which not less than two private- 
individual trustees were obligatory. But an attempt to revive the Avebury 
Bill was firmly rejected by Lord Birkenhead, the then Lord Chancellor. 

In the following year the companies learned that Bills in the Government 
programme to revise the law of property would give them all they wanted, 
and a draft Trustee (Consolidation) Bill was circulated confidentially. But 
someone was tactless enough to allege in print that the Public Trustee was 
overcharging his “‘ clients ”—the companies’ fees were patently lower than his. 
Lord Birkenhead, in a City speech, vigorously defended the Public Trustee ; 
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it may or may not have been a coincidence that he again rebuffed the companies 
and struck out the vital clauses from the Government Bill. 

The banks were then left to other methods where they were asked to take 
on trusts which did not, in set terms, authorize their remuneration. These 
methods are well tested now, but they are wasteful, and in a number of cases 
cannot secure what is wanted unless the trust estate is put to the expense of 
an application to the High Court. The Government view, the companies were 
told in 1923-24, was that the Public Trustee had created the popularity of 
corporate trusteeship of which the companies were seeking to take advantage. 
This was nonsense, for the Public Trustee came into the business after the 
companies and, because of his privileged status, in some ways benefited from 
their pioneering efforts. The companies, which at the outset had anxiously 
debated whether the Public Trustee’s no-profit rule would lead to progressive 
reductions in his fees and enable him to undercut them out of the business, 
found as time passed that it was easy for them to undercut him and still not 
lose money on balance. 

Bank trustee business grew only slowly in the early years, as Table | 
indicates ; but it progressed rapidly after the first world war. By 1947 eight 
clearing banks were employing staffs numbering some 2,550 on over 58,200 
active trusts valued at £754 millions. At March 31 in the same year the 
comparable figures for the Public Trustee were 870 staff and 20,600 trusts, 
valued at £350 millions. Table II, which relates to Probate Grants only, 
emphasizes how the services of the private trust corporations have gained in 
popularity since the early nineteen thirties. 


TABLE II 
PROBATE REGISTRY GRANTS 


Years to December 31 : 1913 1923 1933 1936 1945 
Number granted to Public Trustee in Pie 200 450 500 500 485 
Number granted to other Trust Corporations Si go 210 61,880 2,830 = 7,690 


Despite this growth of corporate business, the essentially personal quality 
of a trust remains as important as ever ; indeed, this element is largely respon- 
sible for the remarkable increase in popularity of the private trust corporations, 
ninety per cent. of the business of which is in the hands of the clearing banks. 
From the material viewpoint, the security of the State or a modern bank is 
greatly to be preferred to penal ‘‘ remedies ’’ against the person of a penniless 
defaulter. At first this consideration outweighed the personal factor and was 
strongly in favour of the Government official. The Courts had had to fabricate 
a conscience for corporations long before the Companies Act of 1844; and, 
although the rule was for the trustee to act gratuitously, he could be authorized 
to receive remuneration—and frequently was so authorized if he was a pro- 
fessional man. The rule based on the apprehension of conflict between duty 
and interest had in practice to give way. 

The personal nature of the trust obligation, it has been found, can be well 
maintained by the officials of a corporation. The success of the banks in 
trustee business is undoubtedly due as much to the personal contacts and 
friendships between their numerous branch managers and staff and their 
customers up and down the country, as to the understanding and sympathetic 
administration of the customers’ trusts and wills by the managers and trust 
officers of the specialist trustee departments and subsidiary companies. 
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International Banking Review* 


Argentina 

HE new trade and payments agreement with the United Kingdom 
[provides for a balance of payments between the two countries on a 

sterling basis. In the first year, it is expected that trade exchanges will 
amount to about £125 millions in each direction and it is hoped that they will 
not be at a lower level than this in the remaining four years covered by the 
agreement. A substantial proportion of Argentine exports to the United 
King sdom under the pact will be repre sented by meat, Argentina having 
undertaken to sell and the United Kingdom to buy not less than 300,000 long 
tons of meat in the first year. In subsequent years it is hoped that shipments 
will reach 400,000 tons. Large shipments of maize, other grains, oil cakes and 
meal, edible oils and fats, linseed oil, hides and skins will also be sent to the 
British market. In return the United Kingdom has agreed to facilitate the 
supply to Argentina of substantial quantities of coal, iron and steel, transport 
equipment, cotton piece goods, woollen and worsted yarns, chemicals, dyes, 
electrical goods, pottery, glass and other manufactures, including products in 
the less essential categories. The British Government has also undertaken to 
ensure the supply to Argentina from sterling sources of substantial quantities 
of fuel oil, crude oil and oil products. 

The agreement provides that Argentina will continue to maintain balances 
at the Bank of England and that any sterling accruing to Argentina as a result 
of the operation of the new pact will carry a revaluation guarantee, the precise 
terms of which will be worked out by the central banks of the two countries. 
Argentina has agreed to permit without restriction, in so far as sterling exchange 
is available, the remittance of invisible payments, including pensions, profits 
and other income due to residents in the sterling area. 

In connexion with the implementation of this part of the agreement, the 
Argentine Central Bank has invited applications for permits to remit profits, 
interest, dividends and income which were due and payable on June 27 last 
in respect of the investments in Argentina of sterling area residents, apparently 
with the object of effecting a clearance of payments arrears. 

The Budget Bill for 1949 estimates total administrative expenditure at 
6,236 million pesos, of which 4,870 million pesos will be met from revenue, 
965 million pesos by the issue of bonds and 4o1 million pesos by drawings on 
Special Accounts. The expenditurs of the self-financing “ Decentralized 
Organizations” is estimated at 5,023 million pesos. The Bill authorizes the 
Government to make use of short-term credit to meet Treasury requirements 
during the year up to 1,000 million pesos and to transfer to General Revenue 
Account up to 600 million pesos from the Exchange Profits Fund. In 1948 
total administrative expenditure amounted to 5,731 million pesos, of which 
1,702 million pesos was met from the proceeds of bond issues. 

The Government has issued a decree setting out new regulations governing 
stock exchange business in Argentina. 





* Other current international banking news is discussed in ‘‘A Banker’s Diary’’, on pages 71-76 
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Burma 


The United Kingdom Government is making an ex gratia payment of {10 
millions to British business interests whose property suffered war damage in 
Burma, primarily in order to assist them to surmount capital difficulties in 
the task of rehabilitation. The claim of the Irrawaddy Flotilla Company in 
respect of damage to its fleet and coal stocks is being dealt with separately. 
The £10 millions payment is believed to be considerably less than the total 
of the claims involved and will therefore cover only a part of the cost of 
replacement and reconstruction. The sum is to be apportioned between the 
various claimants on the advice of an independent committee. 


Canada 


A statement by the Dominion Finance Minister, Mr. Abbott, shows that, 
after rising to $1,067 millions at the end of March, the Canadian gold and 
foreign exchange reserve had slipped back to $977 millions by the end of June. 
This compares with a reserve of $742 millions a year ago. The Minister attri- 
buted the setback to the transfer of 1948 profits by foreign-owned companies 
operating in Canada, as profits may be taken out of the country three months 
after the end of the fiscal year in which they are made. 

The Minister of Trade and Commerce, Mr. Howe, referring to the tendency 
for the increase in the Dominion’s imports from the United States to outstrip 
the rise in Canadian exports to the U.S. market, has stated that the Dominion 
Government intends to make a new trade pact with the United States as soon 
as U.S. Congress has adjusted the legislation relating to the conclusion of 
external trade agreements. The main object of such a pact would be to clear 
the way for increased sales of Canadian manufactured goods to the United 
States. 

The Department of Trade and Commerce has estimated that Canada will 
spend $3,400 millions on capital goods during 1949, as compared with $3,000 
millions in 1948. About half the increase from last year’s level is attributed 
to the rise in prices and the balance to the increased volume of investment 


activity. 
Ceylon 

The Budget statement for 1949-50 made provision for the abatement of 
customs duties on a wide variety of articles and for a reduction in direct 
taxation on taxpayers in the lower income brackets. The Finance Minister 
disclosed that estimates of the Dominion’s balance of payments for 1949 
pointed to the probability of an adverse balance of Rs. 190 millions, mainly 
owing to the high cost and increased volume of imports and to the simultaneous 
decline in the prices obtained for the country’s principal exports. Measures to 
control imports and external payments had therefore become imperative. 

The Minister announced the Government’s intention to raise a domestic 
loan of Rs. 400 millions, but pointed out that this would not in any way reduce 
the need for a large inflow of foreign capital for investment in productive 
enterprise. He stressed that there would be no difficulty in continuing the 
present facilities for the remittance to the country of origin of profits earned 
by foreign capital in Ceylon and stated that there was no intention to place 
any restriction on the withdrawal of foreign capital invested in the Dominion. 
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The Finance Minister has stated that Ceylon is asking Britain for the right 
to utilize part of her net earnings of dollars to create a central bank reserve 
and might make the granting of this right a condition of cuts in dollar imports 
by the Dominion. 

Denmark 

Denmark has negotiated a six-year contract with the United Kingdom 
providing for the sale of 75 per cent. of her annual exportable surplus of 
butter on the British market subject to a maximum of 115,000 tons in any one 
year. The contract runs from the beginning of October next. The price for 
the 1949-50 season has been fixed. Prices for subsequent’ years will be nego- 
tiated annually, subject to maximum variations in any year of 7} per cent. 
above or below the price for the preceding season. 


Ecuador 


Following consultations with the International Monetary Fund, Ecuador 
has extended for a further period of twelve months the Exchange Control 
emergency arrangements introduced in June, 1947. The report drawn up by 
the Fund’s mission to Ecuador, in approving the extension, recommends that 
the funds being set aside to finance the new Instituto de Fomento de la Pro- 
ducion should be used with caution in order to avoid generating inflationary 
stresses. It also points out that substantial changes in the Government’s 
general financial policy may be needed if monetary equilibrium is not to be 
undermined when the new development body begins operations on a substantial 
scale. 

Finland 

The Government has devalued the Finnish mark by 17.7 per cent., giving 
new exchange rates of 646 Finnish marks to the £ sterling and 160 to the U.S. 
dollar. The adjustment was made in order to restore equilibrium between 
Finnish export prices and those quoted by countries with which Finland is in 
active competition, particularly Sweden. The Finnish external payments 
situation showed a steady improvement during the first six months of this 
year and visible trade was in approximate balance in June. But it was feared 
that the recent fall in prices quoted by other countries for timber and other 
important Finnish products might reverse this trend. 


France 


The French Finance Minister, M. Petsche, has called attention to the 
improvement in the country’s external payments position, pointing out that 
trade deficits with Denmark, Norway, Austria, Finland and Poland have been 
converted into surpluses. With the sterling area, the deficit remained heavy 
but was expected to be reduced by 25 per cent. in the 1949-50 period. Smaller 
deficits were also expected vis-a-vis Belgium, the Bizone of Germany and 
Italy. On the other hand, the dollar deficit was expected to remain serious ; 
France would not be able to make a reduction of much more than 10 per 
cent. in the direct aid she was asking from E.C.A. in the second Marshall year. 

Under a new agreement between the French Foreign Exchange Stabilization 
Fund and the Bank of France, the Bank will finance the Stabilization Fund 
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by interest-free advances. Previously such finance was provided by the 
Treasury. 
Greece 

Under an agreement negotiated with the United Kingdom and approved 
by the Organization for European Economic Co-operation, Greece has been 
granted drawing rights against the United Kingdom of £3.5 millions for the 
Marshall year 1948-49 in addition to the £2.5 millions granted when Intra- 
European payment arrangements for the period were drawn up last autumn. 


India 


An official statement has explained that it is not intended to discriminate 
against foreign concerns operating in India by withholding from them pro- 
tection from foreign competition afforded to industries of which they form a 
part. The statement pointed out that the Government has reserved the right 
to regulate foreign capital but will not discriminate against it once it has been 
permitted to engage in Indian enterprise. 

As a sequel to the deterioration in the Dominion’s balance of payments, the 
Government has set up a committee to advise on measures to reduce the 
disequilibrium and to increase exports, particularly exports to hard currency 
countries. 

The Finance Minister, Dr. John Matthai, has stated that inflation is still 
an important problem in India, but the Government’s intention is to tackle it 
from the goods and services aspect rather than from the money side. He 
pointed out that the Government has balanced the Budget but regarded it as 
important that taxation should be reduced and was accordingly looking into 
the possibility of a cut in official expenditures. 


Netherlands 


Under an agreement negotiated between the Netherlands Government and 
the Economic Co-operation Administration covering the disposal of 240 
million guilders of the 420 million guilders accumulated in the Marshall Aid 
counterpart fund, a sum of 182 million guilders will be made available for 
financing the re-building of houses in the war-devastated areas. 

The Ministry of Finance has denied reports that the guilder would auto- 
matically follow sterling in the event of the latter’s devaluation or indeed that 
any change at all in the guilder/dollar rate would be a necessary consequence 
of such devaluation. 


Nicaragua 


The exchange control commission set up earlier this year to work out a 
basis for the classification of imports according to degree of priority has drawn 
up a new list of regulations. Four main categories of imports are established— 
preferential goods, essential goods, semi-essential goods and non-essential 
goods. Applications for exchange for imports must be submitted to the 
exchange control body. If their applications are granted, importers will be 
required to deposit with an authorized bank a percentage of the value of the 
goods, except in the case of preferential goods. The percentage to be deposited 

varies according to the priority rating of the goods concerned. 
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Poland 


Agreement has been reached with Switzerland on the settlement of all 
outstanding financial and trade questions. Compensation to Swiss residents 
in respect of assets which have been subject to nationalization in Poland has 
been fixed at Swiss Frs. 53.5 millions. Payment of this sum is to be made 
over a period of 13 years by means of deductions from the Swiss francs paid 
into the Swiss-Polish clearing account against goods supplied by Poland. 

Under an agreement concluded with the Western Powers, Poland is to 
participate in the share-out of gold looted by the Germans during the war. 


South Africa 

The Finance Minister has announced that the revenue surplus for 1948-49 
was {6.2 millions as against the {7.5 millions estimated when the Budget was 
introduced. He declared that the balance of payments problem was the 
country’s main difficulty, but he had reason to believe that the position had 
altered to such an extent that the way would soon be open for the Union to 
ask the British Government for assistance. Once this had been secured it 
would be possible for South Africa to relax the present restrictions on sterling 
imports though imports on the former scale would not be possible for some time. 

The president of the Transvaal Chamber of Mines, Mr. C. S. McLean, has 
released particulars of three schemes arranged by the Chamber for the sale of 
gold at premium prices. Under these arrangements, the mining industry will 
supply about 600,000 ounces of metal in the period to February, 1950, at a 
premium of 17s. 6d. over the world monetary price of gold. Mr. McLean 
stated that negotiations for the sale of a further amount of 150,000 ounces 
were proceeding. The metal will be almost entirely used for the manufacture 
within the Union of gold articles for export. 

Applications for the share capital of the new National Finance Corporation 
substantially exceeded the £1 million offered. The Treasury decided to dis- 
tribute Corporation stock between financial institutions on the following basis : 
gold and diamond mining houses, £375,000 ; insurance companies, £178,750 ; 
commercial banks, £175,000; Reserve Bank, £100,000 ; building societies, 
{100,000 ; trust companies, £35,750 ; non-commercial banking institutions, 
{26,500 ; other financial institutions, £9,000. 

Spain 

Negotiations between the United Kingdom and Spain have resulted in an 
agreement which, it is hoped, will result in a larger and smoother flow of trade 
and payments between the sterling area and the Spanish monetary area. A 
number of outstanding financial issues have been disposed of and arrangements 
made to speed up financial remittances. A settlement has also been reached 
in respect of Spanish debts to United Kingdom residents. All claims submitted 
to the Instituto Espanol de Moneda Estranjera before December 11 are to 
receive immediate attention prior to discharge at the old rate of exchange of 
44 pesos to the £. Other creditors are to be paid in chronological order of the 
submission of claims, at rates applicable to the class of merchandise concerned. 

The Spanish Government has announced that an agreement has been 
concluded between French and Spanish banks that will clear the way for the 
te of credits in France for the purchase of industrial machinery required 

y Spain. 
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United States 

Following the expiration of its special anti-inflation powers at the end of 
June, the Federal Reserve Board reduced member banks’ cash reserve require- 
ments to the levels ruling before mid-September, 1948. The adjustment had 
the effect of making available for active employment about $800 millions 
of additional resources. For time deposits, the proportion required to be set 
aside in reserves was reduced from 7 to 6 per cent. for all member banks. In 
the case of demand deposits, the reserve requirement for banks in the Central 
Reserve cities of New York and Chicago remains at its previous level of 24 
per cent., but the requirement for members in other Reserve cities has been 
reduced from 22 to 20 per cent. and that for country banks from 16 to 14 
per cent. 

Legislative proposals made by President Truman in his report to Congress 
on the economic state of the nation included provision for greater technical 
and capital assistance for the economic development of ‘ ‘backward areas ” 
and the restoration by Congress of the Reciprocal Trade Agreements Act 
which lapsed at the end of June. The President declared that there had been 
an abatement of the post-war inflationary boom in the United States and 
asserted that the country was now in a transition period. But although there 
were pools of unemployment, he did not consider that the situation was such 
as to warrant “ all-out emergency measures ”’ 





Publications Received 

Building Society Accounting, by Robert Stoddart (published for The Building Societies 
Institute by Franey and Co., Ltd., pp. 120, price 7/6). 

Federal Government, The Statistical Agencies of the. A report to the Commission on Organiza- 
tion of the Executive Branch of the Government, by Frederick M. Mills and Clarence D. Long 
(National Bureau of Economic Research Inc., New York, pp. 201, price $2). 

Government Employment, The Rising Trend of, by Soloman Fabricant. Occasional Paper 29. 
(National Bure: uu of Economic Research Inc., New York, pp. 30, price 50 cents.) 

Leasehold V aluation Tables, for the use of Surveyors, Valuers, Auctioneers, Estate Agents, 
Civil Engineers, and others interested in the Valuation of Leasehold Property, by J. J. Rose 

The Technic al Press, Ltd., pp. 68, price 9/-). 

Manufacturers, Bankers and Exporters Manual, 1949-50 Edition. The ABC of British Exports 
(Littlebury and Co., Ltd., pp. 665, price 30/-). 

Small Trader Year Book, 1949. The Year Book for all those engaged in Retail Trading. 
(Ludgate Press, Ltd., pp. 302, price 10/6.) 

Trustee Savings Banks Year Book, 1949. Official Handbook of the Trustee Savings Banks 
Association. —— an and Sons, Ltd., pp. 144.) 

Wesley Mitchell and the National Bureau, by Arthur F. Burns. The 29th Annual Report of 
the National Bure: “au of Economic Research. 

Whillans’s Tax Tables, 1949-50, by George Whillans (Butterworth and Co. (Publishers), 
Ltd., price 3/6, six copies 3/- each, 25 copies 2/6 each). 





THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746 


Head Office :—38 ST. ANDREW SQUARE, EDINBURGH 





Branches throughout Scotland 


London Offices: 
City Office:—38 THREADNEEDLE STREET, E.C.2 


West End Branch:— 198 PICCADILLY, W.1 
Affiliated to Barclays Bank Limited. 
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Appointments and Retirements 


Bank of London & South America—Hon. B. Pleydell-Bouverie, in view of his impending 
departure for the United States, where he is to take up residence, has resigned from the board. 
He will continue to be actively associated with the bank both in respect of its New York agency 
and of its branches in Latin America. Mr. Michael Ronald Lubbock has been appointed to a 
seat on the board. 

Chartered Bank of India, Australia & China—Sir Arthur Atkinson Bruce, K.B.E., M.C., 
has joined the board. 

Clydesdale Bank—Eaglesham Sub-Branch to be a full branch under the charge of Mr. J. N. 
Low, Pollokshaws. Mr. A. Niblock, from Castle Douglas, to be sub-manager. Edinburgh, Eastey 
Road: Mr. A. M. Robertson, from North Berwick, to be manager on retirement of Mr. J. S. Heugh. 
North Berwick : Mr. W. M. B. Paton, from Head Office, to be manager. Troon: Mr. W. W. 
Cowan, from Head Office, to be manager in succession to the late Mr. Arnott. 

District Bank—Burslem ; Mr. J. H. Copestake, from Stoke-on-Trent, to be manager. Fenton : 
Mr. B. Ferriday to be manager of this branch, formerly under the same management as Stoke. 
London, The Adelphi: Mr. C. E. Defrates to be manager. 

Lloyds Bank Head Office—Chief Inspector’s Dept. : Mr. E. P. Thomas, from Porthcawl, to be 
an inspector ; Organisation Dept.: Mr. J. L. Ramsden, from Finsbury Circus, E.C., to be an 
inspector (Organisation) ; Premises Dept.: Mr. G. J. Perry and Mr. C. R. N. Hallam, of Head 
Office, to be assistant premises secretaries. Executor and Trustee Dept., Croydon : Mr. C. W. Fray- 
ling, from Newcastle-upon-Tyne, to be manager. Barnstaple : Mr. 1. C. Taylor, from Ilfracombe, 
to be manager on retirement of Mr. F. Rowe. Bavrrow-in-Furness : Mr. E. C. Corkill, from 
Blackpool, to be manager on retirement, owing to ill health, of Mr. J. Pillar. Byiton Ferry: 
Mr. T. R. Phillips, from Swansea, to be manager. Bromsgrove : Mr. R.C. Ralphs, from Halesowen, 
to be manager. Pury St. Edmunds: Mr. B. L. Abel, from Hereford, to be sub-manager. Ca’- 


marthen : Mr. D. C. Jones, from Briton Ferry, to be manager on retirement of Mr. D. G. James. 
Finsbury Circus, F.C. : Mr. F. D. H. Smith, of the Inspection Staff, to be sub-manager. Finsbury 
Park, N.: Mr. A. R. Plaskett, from Shoreditch, E., to be manager. Forest Hail and Benton : 


Mr. N. L. Lorimer, from Durham, to be manager Lye: Mr. J. B. Brown, from Stourbridge 
to be manager. Lymingion: Mr. K. H. Daniel, from Dawlish, to be manager on retirement of 
Mr. A.C. Greenham. Maesteg: Mr. L. V. Evans, from Pontypool, to be manager. Merthy: 
Tydfil (also Dowlais) : Mr. H. Rees, M.M., from Maesteg, to be manager. Modbury : Mr. W. H. 
Coyte, from Plymouth, to be manager. Morpeth: Mr. B. M. P. Hardy, from Forest Hall and 
Benton, to be manager on retirement of Mr. J. Hood. Porthcawl : Mr. L. E. Jones, from Aberyst- 
wyth, to be manager. Portsmouth, Commercial Road: Mr. C. G. Harding, sub-manager, to be 
assistant manager. Rhymney: Mr. D. E. Lewis, from Carmarthen, to be manager. Ringwood: 
Mr. F. D. B. Morton, from Stroud, to be manager on retirement of Mr. H. S. Beale. Rugby : 
Mr. C. W. Statham, M.C., from Bromsgrove, to be manager. Stroud: Mr. J. K. Hollinghurst, 
of the Inspection Staff, to be sub-manager. Winchcombe : Mr. F. H. G. Warren, from Cambridge, 
to be manager. Syvinagar (Kashmir): Mr. V. T. Waine, manager, has retired 

Martins Bank—London, Income Tax branch : The income tax departments of 68 Lombard Street 
and Cocks Biddulph branch have been amalgamated at 11 Waterloo Place, Pall Mall, S.W.1, 
under the managership of Mr. S. C. Jackson. Altrincham: Mr. T. L. Chadwick, from Bolton, to 
be mana n retirement of Mr. J. H. Harrop. Bolton : Mr. F. J. E. Cooke, from Manchester 
District office, to be assistant manager. 

Midland Bank—London—Baker Street : Mr. R. E. Bowman to be manager ; Queensway, Bays- 
water: Mr. H. W. Strike to be manager; Stroud Green : Mr. S. T. Perman, of Lordship Lane, 
Tottenham, to be manager on retirement of Mr. W. E. Renshaw. Clevedon: Mr. R. D. Cousins 
to be manager of this branch, formerly under the same management as Weston-super-Mare. 
Knaresborough : Mr. G. S. Gawthorpe to be manager. Long Eaton: Mr. C. J. Harrison, of 
Grantham, to be manager on retirement of Mr. G. H. Gill. Malton : Mr. L. Leckenby, of Knares- 
borough, to be manager on retirement of Mr. S. D. Hancox. Melksham: Mr. D. S. Harries to be 
manager on retirement of Mr. A. H. Cullwick. Sheffield, Market Place: Mr. J. E. Johnson, of 
Head Office, to be assistant manager. Stourport-on-Severn : Mr. R. D. Bradley, of Thrapston, 
to be manager on retirement of Mr. H. G. Stringer. Willenhall: Mr. T. W. Robertson, of 
Wolverhampton, to be manager in succession to the late Mr. G. R. Perks. Wrexham: Mr. R. 
Pritchard Jones, of Holyhead, to be manager on retirement of Mr. E. M. Roberts. 

National Provincial Bank—Sir Percy James Grigg, P.C., K.C.B., K.C.S.1., has been appointed 
a director. ‘ 

North of Scotland Bank—Gl/a gow, Merrylee Park : Mr. J. Miller, from King’s Park, to be 
manager in succession to the late Mr. J. S. G. Duncan. Portsoy: Mr. L. J. Paterson, from 
Rhynie, to be manager on retirement of Mr. P. L. Duncan. Rhynie: Mr. W. G. Barron, from 
New Deer, to be manager. New Deer: Mr. A. Brodie, from Portree, to be accountant. 

Royal Bank of Scotland—Mr. G. P. Dewhurst has resigned as an ordinary director and has 
been elected an extraordinary director. Sir Walrond A. F. Sinclair, K.B.E., who has resigned 
as an extraordinary director, has been elected an ordinary director. 
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Banking Statisti 
National Savings 
(£ millions) 
Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (net) (net)* Small (net) (net) (net)* Small 
1945 I 28.1 18.1 46.4 229.7 1948 Jan ie 14.0= 7.8 34.4 455 
i 83.3 30.3 99.7 142.1 Feb. .. 9.2 — 10.6 14.3 12.9 
~~ .. 39.2 87.2 76.4 202.8 Mar. = 5-3 -— 11.5 5.9 - 0.3 
1946 I .. 13.2 62.0 120.7 195.9 a oe a ~ a 
a 1.0 95.9 36.2 133.2 mays = ge <9 3-0 = ¥3- 
Mt .. =1.2 He 33-6 47.8 — oa '= er hg ss . ra 
i 8 = ” % . J “. a os — «é@ = Bes ae . 
BY es 10 17.9 11.8 40.5 hae... «2.8 8.1 can oe 
1947 I 39-7 20.4 27.0 87.1 Sept. .. 2.3- 1.8 8.3 8.8 
II 40.3 — 3.7- 19.6 17.0 Ost. «: =27— 2.3 9.9 4.9 
Ill 2.7 — 19.8 2.9 — 14.2 Nov... -2.2— 2.2 8.0 3-6 
IV 16.4 — 25.1 17.2 8.5 Dec. .. —2.3- 1.3 - 9.6 — 13.2 
1948 I 29.4 - 29.9 54-6 54-1 1949 Jan. 3-7 - 0.8 25.7 28.6 
II — 2.3- 31.2 13.7 - 19.8 Feb. 2.3 0.3 16.0 18.6 
Ill — 4-5 — 20.3 6.4 — 18.4 Mar. 1.3= 0.9 10.5 10.9 
IV -~72— 54 8.3 - 4-7 April .. r.0 0.1 9.7 10.8 
} 1@9 I 73= 2.4 52:2 98.1 May .. -0.6—- 0.5 2.9 1.8 
1.5 - 0.4 9.8 7.9 June... - 1.9 -2.8 -— 4.7 
* Including Release Benefit Accounts from July, 1945. 
Ordinary Revenue and Expenditure 
Year to Ord. Ord. By Ord. Ord. 
Mar. 31: Exp. Rev. Deficit Quarters : Exp. Rev. Deficit 
{m. {m. £m. £m. £m. £m. 
1938 =... = 898.1% = 872.6 25.5" 1946 R +» 1337-4 1253-5 83.9 
.. youg.8* 27. 127.5% “ 902.0 629.0 273.0 
ua ae ‘ a 7 ; a i i aa 918.3 922.% 206.2 
4 as Pied 49: —— EY sx 861.1 738.6 122.5 
1941 .. 3867.2 1408.9 2458.3 1947 I... 1228.9 1261.5 32.6f 
1942 -<« Q79S.7 2074.1 2701.6 Tl... 619.8 840.1 220.3 
1943 »» §6az.2 2819.9 2803.3 Mi... ~808.3 807.5 0.7 
1944 .. 5788.4 3038.5 2749.9 IV .. 736.1 761.5 25-4f 
1945 .. 6057.8 3238.1 2819.7 1948 I... 1023.0 1435.8 412.8 
1946 .. 5474.8 3284.5 2190.3 ar 613.8 794.8 181.of 
‘ Me ss 751.4 831.7 80.2f 
1947 .. 3910.3 3341.2 569.1 IV .. 791.4 802.7 11.3t 
1948 2... | 3187.1 3844.9 657.8t 1949 I... 996.2 1577-9 581.7¢ 
1949 -» 3152.8 4006.6 853.8+ Be xs 754.0 750.7 2.8+ 
*Allowing for loan expenditure. + Surplus. 
Floating Debt 
July 17 June 30, July 9, July 16, 
1948 1949 1949 1949 
Ways and Means Advances : £m. {m. ém £m. 
Bank of England .. sa Bas 12.8 — — 2.0 
Public Departments ; ee 296.5 329.9 345.2 343-8 
Treasury Bills : 
Tender = 8 sa a 2210.0 oe 2210.0 2210.0 
CC ee © a a ; 2632.4 4475°° 2255-2 2288.7 
Treasury deposit receipts es 1429.5 1243-5 1253.0 1255.0 

















6581.1 6049.2 6063.5 6099.4 

















(ZUINNESS, MAHON & CoO. 


MERCHANT BANKERS 


EstaBliswED 1836 


53, CORNHILL, LONDON, E.C.3 


GUINNESS & MAHON 
17, COLLEGE GREEN, DUBLIN 


GUINNESS MAHON 
REPRESENTATION CO. INCORPORATED 
115, BROADWAY, NEW YORK 6, N.Y., U.S.A. 








| $2 CORNHILL, LONDON, 


complete 
Insurance Service 


|| GILLETT BROTHERS || | 
| DISCOUNT COMPANY, |} 
LIMITED. 


Capital and Reserves 


£1.675,000 INSURANCE | 


\, COMPANY 


ESTABLISHED 1867 


Head Offices 


t North John St. | 24/28 Lombard St. 
Liverpool 2 London E.C.3 
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Treasury Deposit Receipts 





Raised Redeemed Outstandingt 
£m. {£m £m. 

1947 June 30° .. oe es 110.5 132.0 1442.0 
Sept. 30 .. -: ‘a 453-0 483.5 1292.5 
Dec. 31 . 04 a 175-5 110.5 1402.5 
1948 March 31 .. ed oa 545-0 455-0 1291.0 
June 30 .. <a as 269.0 178.0 1468.0 
Aug. 28 ss 70.0 58.5 1441.0 
Sept. 30 . a me §5°.5 452.0 1449.5 

, Oct. ae oh “i 389.5 404.0 1435.0 
Nov. 27 mn ; 110.0 113.0 1432.0 
Dec. ae P . 260.0 181.0 I51I.0 
1949 Jan. 29. ‘ ; - 201.0 1310.0 
Feb. aa ‘ 180.0 470.5 1019.5 
March 31 ; ; me 274.5 158.5 1135-5 
April jo .. ‘ me 185.5 208.5 1112.5 
May a (Cl. a 240.0 213.0 1139.5 
june 30 . 298.0 194.0 1243.5 


* Periods ended on last Saturday in each month, except at final month in each quarter. 
+ The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 


1948 Net New 1949 Net New 
| Week ended Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
Dec. 18 .. 80.0 24.5 on. April 2... 100.0 50.0* 50.0* 
ss ae as 40.0 20.0* 20.0* A  — 30.0 60,0* — 30.0* 
1949 6 . 35-0 32.0 3.0 
Jan z= 20.0* — 20.0* 74. 75.0 68.0 7.0 
} 8. -- 30.5* — 30.5* a wee 25.0 27.0 - 2.0 
ss 16.5 - 16.5 May 7 .. 50.0 73.0 — 23.0 
ae - 127.0 -127.0 _ ae 60.0 32.5 27.5 
; 29 . -— 19.5 ~ 19.5 ar... 90.0 67.5 22.5 
ae Feb. 5 25.0 150.5 —125.5 ye ee 40.0 40.0 — 
- 12 25.0 I10.0 - 85.0 June 4... 65.0 50.0 15.0 
19 70.0 120.0 — 50.0 Rs iS .. 50.0 40.0 10.0 
- 26 0.0 90.0 — 30.0 a TS c« 90.0 50.0 40.0 
Mar 4 50.0 55-5 —- 5.5 ‘ ee 75.0 40.0* 35.0* 
12 45-0 55.5 - 10.5 july 2. 30.0 24.0* 6.0* 
19. 70.0 19.0 51.0 bs 9 25.0 ee ig : oe a 
26 .. 30.0 — * 30.0* S 6 . 55-0 53.0 2.0 
* Unofficial figure. 
Tax Certificates 
Paid Net Paid Net 
Raised Off Raised Issue* Raised Off Raised Issue* 
£m. £m. £m. £m. £m. £m. £m. £m. 
1946 July .. 15.1 I9.l — 4.0 651.9 1948 Jan. .. 43.0 62.7 -19.7 523.5 
Aug. .. 20.9 18.2 2.7 654.6 Pee. .. 22:3 66.5 = 63.2 460.3 
Sept. .. 21.8 20.12 1.4 656.0 Mar. .. 18.8 52.7 — 34.0 426.4 
Oct. _22:f7 WM. = 9.4 G60.6 April .. 17.8 25.0=—- 7.2 419.2 
Nov. .. 22.7. 22.9- 0.2 648.4 May... 22.5 16.7 5-8 425.0 
Dec. .. 35.0 - 15.0 20.0 668.4 june .. 24.3 16.5 5-9 430.9 
July .. 28.6 7.0 21.6 452.5 
1947 Jan. - 20.5 46.9 — 26.4 642.0 Age. .. 18.3 6.6 4-6 457.1 
Feb. .. 27.0 81.7 = §4.7 $87.3 Sept. .. 28.1 9.0 I9g.I 476.2 
Mar. .. 24.2 82.0— 57.8 529.3 Oct. .. 22.6 8.0 13.5 489.7 
April .. 9.§ 27.4 - 17.9 511.4 Nov. .. 16.9 11.4 5-5 495.2 
May .. 30.8 21.5 9-3 520.7 OG; ws F95G 8.4 25.1 520.3 
yume: .. 33.9 tha 2.4 $23.2 
July .. 13.0 14.6- 1.6 521.6 1949 Jan. .. 29.1 74:9 - 45.8 474.5 
AUG. .. 25.9 15.7 10.0 531.6 Feb. .. 25.4 75.6 — §0.3 424.2 
sept. .. 13.1 27.2 — 14.0 517.5 Mar. .. 23.6 90.8 — 67.3 356.9 
Oct. .. 10.0 14.5 - 4.6 513.0 April .. 19.5 18.5 I.0 357-9 
Nov. .. 21.1 15.0 6.t 419.1% May .. 21.1! 16.4 4-7 362.6 
De, .. 30.7 6.6 24.1 543-2 June .. 25.0 5.1 19.8 382.4 


*i.e. Outstanding at end of month. 
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National Discount Company Limited 


(Established 1856) 
(INCORPORATING THE BUSINESS OF MESSRS. REEVES WHITBURN) 


35 CORNHILL, LONDON, E.C.3 



















Telegraphic Address: Telephones : 
NATDIS, STOCK, LONDON MANSION HOUSE 5241/3 7631/2 
Capital . - - $£2,700,000 
Reserves - - - £2,124,000 
Carry Forward - - £265,925 
Directors: 
SIR CHARLES D. SELIGMAN, Chairman 
Lt.-Col. The Hon. GEORGE AKERS- Commander The Hon. LOVEL W. COKE, 
DOUGLAS R.N. 
Field Marshal The Rt. Hon. The Viscount H. S. H. GUINNESS 
ALANBROOKE, K.G., G.C.B., O.M., The Rt. Hon. The Earl of LIMERICK, 
D.S.O K.C.B.. DSO. 
RONALD L. BASSE Sir STRATI RALLI, Bart., M.C. 
Foint Managers : 
R. E. de B. BATE, M.C. W. SHEPHERD 
Assistant Managers : 
D. E. NOEL R. A. LYGON 
Secretary: 
J. W. G. LEE, D.S.O. 
Auditors B ANK OF ENGI AND 
PRICE, WATERHOUSE & CO NATIONAL PROVINCIAL BANK LTD 





Treasury Bills, Bank and Mercantile Bills Negotiated. Money received on Deposit 
at Call and Short Notice at the Current Market Rates of Interest, and for longer periods 
upon specially agreed terms. All communications to be addressed to the Managers 











The London Discount Market Association 


Members: 


Alexanders Discount Co., Ltd. King & Shaxson, Ltd. 


Allen, Harvey & Ross, Ltd. National Discount Co., Ltd. 
Ryders Discount Co., Ltd. 


Seccombe, Marshall 
& Campion, Ltd. 


Gillett Brothers Discount ee Smith, St. Aubyn & Co., Ltd. 


Cater, Brightwen & Co., Ltd. 
Clive Discount Co., Ltd. 


Union Discount Co. 
Jessel, Toynbee & Co., Ltd. of London, Ltd. 





THE UNION DISCOUNT COMPANY 
OF LONDON LIMITED 


39 CORNHILL 
LONDON E.C.3 


Capital and Reserves 


£7,700,000 


DIRECTORS 
The Rt. Hon. Lord Ke nnet oat the Dene, P.C., G.B.E., D.S.O. (Chairman) 


' Eric O. iii ‘The Hon. Geoffrey C. Gibbs, C.M.G. 
Sir Archibald Jamieson, K.B.E. John Ivan Spens, O.B.E. 


Treasury, Bank and First-Class Trade Bills Discounted 





ALEXANDERS DISCOUNT COMPANY 
LIMITED 


24 LOMBARD STREET, LONDON. 


CAPITAL PAID UP - - = £1,400,000 
RESERVE FUND -~ - - £2,200,000 


DIRECTORS : 
Tue Rr. Hon. LORD COLGRAIN (CuaiRMAN) 
SIR ERIC GORE BROWNE, D.S.O., O.B.E. (Deputy CHAIRMAN) 
GEORGE CLEVERLY a EXANDER oe DINELEY 
ROBERT ALEXANDE LAN RUSSELL 
THE RT. HON. LORD BALFOUR OF BURLE Ich, D.L. 


MANAGER: 
ANTONY MACNAGHTEN 
Deputy Manacer: CHARLES C. DAWKINS 
ASSISTANT Manacers: E. P. B. BAGGALLAY, A. J. MCLENNAN 
SEcrRETARY: F. W. HATCHER 


BANK AND FIRST CLASS TRADE BILLS DISCOUNTED 
MONEY RECEIVED ON DEPOSIT. 
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CHUBB & SON’S 
LOCK AND SAFE 





LARGER CONSOLIDATED PROFIT 


WELL FILLED ORDER BOOK 


MR. H. EMORY CHUBB’S STATEMENT 


of Chubb and Son’s Lock and Safe Com- 

pany, Ltd., was held on July 27 in 
London, Mr. H. Emory Chubb, C.B.E., 
M.I.Mech.E., chairman and joint managing 
director, presiding. 

The Secretary (Mr. S. H. Cornford, A.C.I.S.) 
read the notice convening the meeting and 
Mr. L. C. Winterton, F.C.A., the report of the 
auditors. 

The following is the Chairman’s review cir- 
culated with the report and accounts for the 
year to March 31, 1949 :— 

We have much for which to be thankful 
during the past year. I would remind you 
that the accounts now before you give the 
result of our first year of trading since the 
increase of the capital and the marketing of 
the Ordinary shares. The accounts are in the 
new form required by the Companies Act and 
include a consolidated profit and loss account 
and balance-sheet. The figures for the previous 
year have been adjusted for comparison. The 
subsidiary companies which have been con- 
solidated for the purpose of the accounts are 
our Australian company, which is now over 
50 years old, and a small company which was 
formed many years ago to maintain our Indian 
connections. 

You will notice that the consolidated trading 
profit is £111,023, compared with £86,005 for 
the previous year. To this must be added 
interest and dividends from investments, as 
well as {2,000 for taxation not required, making 
a total of £113,231. This compares with a total 
of {111,908 for the previous year, which, how- 
ever, included an amount of {24,700 for taxa- 
tion not required. 


Tere sixty-sixth annual general meeting 


STRONG POSITION 


The balance-sheet of the parent company 
discloses a position of considerable strength. 
Under the heading of fixed assets the freehold 
and leasehold properties show depreciation 
over a number of years, whereas under the 
heading of plant and machinery the net book 
values are shown as at the commencement of 
the year and are thus only subject to one year’s 
depreciation. The figure of stock and work in 
progress shows a considerable increase accoun- 
ted for by the larger turnover and the higher 
prices paid for our raw materials. To meet the 
possibility of a fall in metal prices the directors 


now recommend that the stock depreciation 
reserve should be increased by a further 
£5,000. The total revenue reserves of the 
parent company, including future taxation, 
have been increased by £27,500, and in addition 
the premium on shares issued during the year 
has been added to the capital reserve share 
premium account. 

Much of our success during the past year 
I attribute to the formation of certain com- 
mittees of our senior executives both at the 
works and at our Oxford Street administrative 
centre. At their meetings problems dealing 
with successful production, as well as the world- 
wide distribution of our goods, have been con- 
stantly under review. Our representatives have 
been exploring countries where, though known, 
we had but little business, and it is worthy of 
note that we have secured good returns from 
ten foreign countries coming under this cate- 
gory. Strong and successful agencies have 
been established in a number of new countries, 
whilst others under the British flag have been 
developed. 


RECORD DEMAND 


The influence of war-time thought is still 
with us. By this I mean that individuals 
throughout the world still look for collective 
security for their personal belongings. This 
has resulted in a plethora of safe deposit con- 
tracts such as we have never before experienced. 
At the present moment several other contracts 
are waiting for us so soon as certain countries 
are freed from their present rigidity of mone- 
tary control. 

The programme for the development of our 
lock trade has been constantly before us. In 
it our endeavour has been to produce the finest 
type of lever lock for all purposes by the use of 
machinery rather than to rely solely on the 
skill of the individual locksmith. In this matter 
great difficulties have been faced and mostly 
overcome. Locks of the Chubb standard are 
now being sold at lower prices than was possible 
a few years ago. I look for further develop- 
ments in this all-important section of our 
business when new models, the results of this 
year’s planning, are put on the market. 


The demand for Chubb fire resisting office 
equipment, both at home and abroad, has been 
well maintained. This form of certified fire 
protection, covering the construction of desks, 
cabinets and specialised filing equipment, fills 
a necessity in every office, whether it be modern 
or otherwise. For the first time in our existence 
we have produced a really light safe to com- 
pete on foreign markets with the cheap safes 
of other makes. These safes, which offer 
excellent value for their cost, have found a 
ready sale abroad, although our name does not 
appear on them. 


AUSTRALIA AND SOUTH AFRICA 


Our Australian subsidiary has shown marked 
progress. Its turn-over for the period under 
review is a record for that country. During 
the year, a visit of several months’ duration 
was made by the Hon. G. C. H. Chubb witha 
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view to extending the operations of the Austra- 
lian organisation by the acquisition of land for 
factory extension and generally increasing the 
activities of the company by the introduction 
of new manufactures to be placed on the market 
by modern sales methods. To this end we are 
awaiting the arrival of Mr. S. Langsworth, our 
Australian managing director, who will spend 
some tive with us studying these plans, and it 
is my hupe that within the next two years we 
may see still further improvement in our 
Australian returns. On his return journey Mr. 
Chubb spent a short time reviewing the con- 
dition of our business in South Africa. 

As many of you know, South Africa has 
been a good outlet for our export business for 
many years past. It is perhaps fortunate that 
I was in South Africa when the present policy 
of restricting imports was initiated, and was 
thus able to consult with our colleagues in our 
associated company, Chubb and Maxwell, Ltd., 
as to the best means for facing up to the new 
situation. 

THE FUTURE 

In reviewing a business, such as I have 
endeavoured to do, in a short space, I feel that 
such information is incomplete unless reference 
be made to future prospects. To my mind, the 
future is of more importance and interest than 
that which is already history with its inevitable 
victories and defeats. In this respect I can 
say that we commence the year 1949-50 with 
a well filled order book, and although certain 
overseas markets are virtually closed to us and 


the incidence of purchase tax much hampers 
our sales at home, we intend to do all possible 
to maintain our increased turnover. 

You will be interested to learn that Mr. 
James Henshilwood, who has been a general 
manager and on our staff for some 40 years, 
has accepted our invitation to a seat on the 
Board, where I feel that his long experience of 
our business at home and abroad will be of 
great assistance to us. We welcome him and 
wish him all success. Mr. H. G. Ansell, who 
has represented us in the City of London with 
conspicuous success, now becomes senior 
general manager and is supported by Mr. L. W. 
Dunham, who is promoted to the position of 
joint general manager. We are grateful to 
both these gentlemen for their loyal service 
during the past year. 

To all employees, whatever their rank, I 
would like to give the sincere thanks of the 
Board, for all have worked devotedly and well. 
To my co-managing director, the Hon. G. C. H. 
Chubb, I should like to add a special word of 
thanks for his perspicacity and foresight which 
have largely contributed to the satisfactory 
results of the year under review. 

The report and accounts were unanimously 
adopted; the proposed dividends were ap- 
proved ; the retiring directors, the Hon. G. 
Herbert Chubb and Mr. James Henshilwood, 
were re-elected, and the remuneration of the 
auditors, Messrs. Ogden, Hibberd Bull and 
Langton, was fixed. 

The meeting terminated with a cordial vote 
of thanks to the chairman. 
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STANDARD BANK OF SOUTH AFRICA 


CHANGED CONDITIONS 
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SOME UNUSUAL CHANGES 


You will not be surprised, therefore, to see 





rather unusual changes in the main items of 
this vear’s balance-sheet. Our cash in hand 
and at call and short notice has decreased by 
£65 million. Our liabilities under current and 
deposit accounts have fallen by £35 million. 
The expansion of local industries and the 
volume of trade in general have had a marked 
effect upon the other main items which bear 
upon such activities. Bills of Exchange pur- 
chased stand at £14 million, being £1 million 
more than last year, and advances to customers 
at £77 million are higher by £10 million. 


\fter providing for taxation and an appro- 
priation the credit of reserve for contin- 
gencies, the profit for the year amounted to 

715,834—that is to say, about £43,000 more 
than for the previous year. After appro- 
priating £150,000 to bank premises it is recom- 
mended that an allocation of £300,000 be made 
to the Officers’ Pension Fund and that a final 
dividend of gs. per share, together with a 
bonus of 4s. per share, be paid, making a total 
payment at the rate of 20 per cent. for the 
year, leaving a sum of £192,832 to be carried 
forward. 


to 


The board recommend that £2,500,000 of the 
contingencies account be used to pay up £5 
per share of the uncalled liability on each of 
the bank’s shares. 

The report was adopted and resolutions were 
passed adopting new articles of association and 
capitalising undivided profits. 
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